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- P B Q c E E P I N E S  
(9:34 a.m.) 

CHAIRMAN OMAS: Good morning. Today to 

continue hearings to receive testimony in rebuttal to 

participants' direct testimony in Docket R2006-1. 

Yesterday Greeting Card Association filed a 

request to schedule Postal Service Witness Laws as the 

first witness to appear on December 7. That motion is 

granted. 

Today we will hear testimony from eight 

witnesses: Bell, Thress, McCormack, Gorham, Kent, 

Taufique, Loetscher and Berkeley. 

Before we begin, does anyone have a 

procedural matter of importance to discuss? 

(No response. ) 

CHAIRMAN OMAS: There being none, Mr. Levy, 

would you begin and introduce your witness so that I 

may swear her in? 

MR. L E W :  Thank you, Mr. Chairman. The 

National Association of Presort Mailers calls 

Elizabeth A. Bell. 

CHAIRMAN OMAS: Would you please stand? 

/ I  

I /  

/ I  
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Whereupon, 

ELIZABETH A. BELL 

having been duly sworn, was called as a 

witness and was examined and testified as follows: 

CHAIRMAN OMAS: Please be seated. 

Mr. Levy? 

(The document referred to was 

marked for identification as 

Exhibit No. NAPM-RT-1.) 

DIRECT EXAMINATION 

BY MR. LEVY: 

Q Ms. Bell, do you have before you two copies 

of a document marked NAPM-RT-l? 

A Yes. 

Q Have you reviewed that document? 

A Yes. 

Q Is that your rebuttal testimony in this case 

for NAPM? 

A Yes, it is. 

Q Was that prepared by you or under your 

supervision? 

A Yes. 

Q Do you have any changes you wish to make to 

that testimony other than the errata that were filed 

yesterday? 

Heritage Reporting Corporation 
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A No. 

Q With those changes, do you adopt the 

document as your testimony? 

A Yes. 

MR. LEVY: Mr. Chairman, I'm going to hand 

the two copies to the reporter and ask that they be 

admitted into evidence. 

CHAIRMAN OMAS: Is there any objection? 

(No response. ) 

CHAIRMAN OMAS: Hearing none, I will direct 

counsel to provide the reporter with two copies of the 

corrected testimony of Elizabeth A. Bell. 

That testimony is received into evidence and 

is to be transcribed into the record. 

(The document referred to, 

previously identified as 

Exhibit No. NAPM-RT-1, was 

received in evidence.) 

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  
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0 1  REBUTTAL TESTIMONY OF 

ELIZABETH A. BELL 

ON BEHALF OF 

NATIONAL ASSOCIATION OF PRESORT MAILERS 

5 1. INTRODUCTION AND SUMMARY 

6 A. Background and Qualifications 

7 

8 

9 

10 

11 

My name is Elizabeth A. Bell. I am the owner and chief executive officer 

of Access Mail Processing Services, Inc. in Clearwater, Florida. My experience 

in mail processing dates back to 1970 when, as a college student, I worked for 

the United States Postal Service in a wide variety of jobs, the last of which was 

carrying a rural delivery route during my last year in college. 

I established what is now Access Mail Processing Services, Inc. in 1986 

and opened for business on January 5, 1987, under the name Pinellas Insured 

Presort, Inc. I am and have been the owner and chief executive officer of the 

0 
13 

14 

15 company since its creation. 

16 

17 

18 

19 

20 medium-size presort bureau. 

Access Mail Processing Services is the one of the oldest and largest 

presort mailing company in Southwest Florida. It was also one of the first to 

become automated, which we did in 1991. We currently process an average of 

approximately 145,000 pieces of mail per day, a volume that makes us a small to 

21 B. Summary of Testimony 

22 The purpose of my testimony is to respond to several assertions by 

23 Kathryn Kobe in her testimony (APWU-T-1) on behalf of the American Postal 

0 



12945 

0 1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 
12 
13 

0 14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 0 

Workers Union, AFL-CIO, concerning the characteristics of mail processed by 

the presort mailing industry and the work that presort bureaus perform. Based 

on my two decades of experience in the mailing industry, the single-piece First- 

Class Mail most likely to convert to presort mail has the physical and cost 

characteristics typical of collection mail, not bulk metered mail (“BMM”). Hence, 

if the Commission shares Ms. Kobe’s goal of having two mailers with similar 

pieces of mail pay the “same contribution to overhead costs. irrespective of 

whether they workshare” (Kobe Direct, p. 15). the rate discounts offered for 

presort vs. single-piece First-class Mail need to reflect the cost differences 

between presort mail and collection mail, not presort mail and BMM. 

II. THE SINGLE-PIECE FIRST-CLASS MAIL MOST LIKELY TO CONVERT 
TO PRESORT MAIL HAS THE PHYSICAL CHARACTERISTICS OF 
COLLECTION MAIL, NOT BULK METERED MAIL. 

I understand that rates for presort First-class Mail are calculated by first 

determining the cost incurred by the USPS to process and deliver an average 

piece of “BMM”, and then subtracting from that amount the estimated cost 

savings from the worksharing performed by mailers or by mail processors for 

mailers. I also understand that BMM is a hypothetical construct defined as First- 

Class mailpieces entered in bulk, in trays, properly addressed, uniformly and 

correctly faced, and with the proper postage already applied-all without any 

discount for these preparatory steps. 

In her testimony, APWU witness Kathryn Kobe (APWU-T-1) offers several 

grounds for continuing to use the hypothetical BMM benchmark. She notes that 

the rate benchmark for workshared First-class letter mail has previously been 

based on BMM. She criticizes USPS witness Taufique for asserting without any 

“studies on this topic” that there has been a change in the type of mail that is now 

- 2 -  
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I converting to presort. She asserts (without, it seems appropriate to note, any 0 
2 studies of her own or anyone else) that "it seems highly unlikely that the mail that 

3 is converting to presort mail is equivalent to the average collection mail that is 

4 coming from individual households, nonprofit organizations, and small 

5 businesses." APWU-T-1 at p 15, lines 2-5 (Kobe). Ms. Kobe is mistaken on 

6 several grounds. 

7 

8 

9 

i o  

11 

12 

First, she provides no reason for believing that the hypothetical BMM 

benchmark is embodied in any significant amount of actual mail. On cross- 

examination, she conceded that she did not know what percentage of single- 

piece First-class Mail is BMM, or whether BMM constitutes even one percent of 

single-piece First-class Mail. 20 Tr. 7198, line 22, to 7199, line 8. She admitted 

that "I haven't personally seen it," id, p. 7199, line 13, and simply "assume[s] it 

13 0 
14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

exists." Id. 

Like Ms. Kobe, I have never seen BMM. Unlike her, however, I am 

unwilling simply to "assume it exists." For the past 20 years, I have earned a 

living by converting unpresorted First-class letter mail into workshared First- 

Class Letter Mail. As a result, I am quite familiar with the characteristics of 

presorted First-class Mail before it is presorted. Before I started my company, 

one of the jobs I performed for the United States Postal Service was to collect 

mail from its collection boxes. I remember what kind of mail was in those boxes 

then. The First-class Mail that we receive for presorting from customers who 

have not previously used a presort bureau-i.e., from our new customers-in fact 

is similar to collection mail, not BMM. The simple truth is, we would be thrilled to 

get collection box mail to process. It would not present us with any challenges 

we do not face now on a daily basis: 

- 3  
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Most customers do not know what sizes of envelopes are acceptable 

for automation mail. 

Nor do most customers know what type faces can and cannot be read 

by optical character readers. They would use whatever type face they 

fancied and whatever color envelope they like, without regard to 

whether it would provide adequate contrast with a USPS applied 

POSTNET barcode. 

Many pieces we process have hand written addresses, not pristine 

typed or computer-generated addresses like those on BMM. 

Most mailers do not know what a barcode clear zone is, and would 

have no reason to provide one. 

Most do not know what Move Update is. Absent any discount, these 

mailers would have no reason to comply with Move Update 

requirements, especially for First-class Mail, which the USPS forwards 

free of additional charge. 

Most mailers do not understand "loop mail" (mail that is designed in a 

way that causes the optical character reader-whether owned by the 

Postal Service or a presort bureau-to read the return address and 

send the mailpiece back to the sender) or how to avoid it. 

Nor would mailers have any reason to be concerned if some of their 

envelopes are stuck together or are unsealed prior to processing. 

Most would not know how to properly use tabs and wafer seals. 

- 4 -  
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1 There is certainly no reason to assume that mailers would put mail in 
0 

2 

3 

postal trays if they didn't have to get a discount. They might do it some of the 

time, a few even most of the time, but probably none that would do it all the time. 

4 

5 

6 

7 

0 

9 

10 

11 

First, where would they get the trays? Our customers get them from 

us. Without us, they could, perhaps, get them from the Postal Service, 

if they thought of doing so and if the Postal Service did not mind taking 

time at the busiest part of the day-the late afternoon and early 

evening when most mailers want to deposit their mail-to hand out 

empty trays. This assumes, of course, that they haven't already 

dumped their mail into a collection box or simply handed it to their 

carrier in some old box they had lying around. 

12 

0 l 3  
14 
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Second, why would mailers with less than full trays of mail want to use 

trays anyway? Access Mail Processing Service has a daily minimum 

of 200 hundred pieces per customer, in part because we do not meter 

mail for customers and most customers with fewer than 200 piece of 

mail a day do not have a postage meter. Some presort bureaus do 

meter mail for customers. Those shops might be willing and able to 

operate with a lower or even no average daily minimum; but they may 

charge a fee for handling customer mail. My point is that even with a 

daily average minimum of 200 pieces, we are not getting full trays of 

mail. Two hundred pieces of First-class Mail would rarely if ever fill a 

postal letter tray. Generally, it wouldn't even fill a half tray. So, what 

we are getting from our small customers, who constitute around 23 

percent of all our customers, is clearly not BMM. 
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Third, what incentive would mailers have to take the time or trouble to 

seek out trays to use? Single-piece mail can be entered in any 

container available, including grocery bags and paste-board boxes-or 

just dumped into a collection box without any container at all. 

Fourth, what incentive would mailers have to place the mail in the 

proper orientation or sequence? Single-piece mail may be unbundled 

or bundled. The individual pieces may be sequenced randomly, or not 

sequenced at all. Mail in boxes might well be placed there with every 

other handful inverted, which increases the ease of putting mail into a 

box without flared ends. 

is also worth noting that what the Postal Service requires presort 

bureaus to do with “full-paid” mail. Every presort bureau winds up every day with 

some mail that is already at full rate, and some that has to be paid up to the full 

rate. This is mail that presort bureaus process without any markup or profit. 

Nevertheless, the Postal Service insists that when we present this “full-paid mail,” 

the stamped mail must be separated from business reply envelopes (“BREs”) 

and that both stamped mail and BRE be separate from metered mail. The Postal 

Service also insists that we separate flats from letters, Express and Priority mail 

from First-class Mail, and separate packages from other shapes. 

The bottom line is that the mail received by presort bureaus from their new 

customers (indeed, most of their existing customers) needs considerable 

processing by the presort bureaus before they can tender it to the Postal Service. 

The full-paid mail the Postal Service gets from presort bureaus is no longer 

collection box mail, but has become trays of faced envelopes, segregated by 

method of payment evidencing. This is mail that our customers could simply 

- 6 -  
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have handed to a carrier in any order or container or stuffed in a collection box. 

But if we present it for them, we have to clean it up. If it were BMM, it would 

already be clean, by assumption. 

This is not an insignificant amount of mail. Access Mail Processing 

Services usually has about 8,000 pieces of full-paid mail every day. That 

equates to some forty trays of mail, or a little over five percent of the mail we 

process. 

Ms. Kobe may be correct on one point: there probably has not been any 

recent “change in the type of mail that is ‘now’ converting to presort.” Most mail 

that could easily convert from full-paid single piece mail to presort mail converted 

a long time ago. What I am hoping is that this longstanding circumstance will 

finally be acknowledged by the Commission in this case. 

Today, one has to work hard to find new customers with untapped 

volumes of single-piece mail. When these volumes turn up, they do not appear 

in trays of nice clean letters, properly oriented with typed addresses and a 

barcode clear zone, etc. There simply are not any mailers sitting around with 

trays of that sort of mail in southwest Florida. And I have heard nothing about 

the existence of such mailers from my industry peers elsewhere in the United 

States. 

111. THE SINGLE-PIECE FIRST-CLASS MAIL MOST LIKELY TO CONVERT 
TO PRESORT MAIL HAS COST CHARACTERISTICS MORE AKIN TO 
COLLECTION MAIL THAN BULK METERED MAIL. 

For the reasons discussed above, the single-piece First-class Mail most 

likely to convert to presort mail tends to have the costs of collection mail, not the 

lower costs of bulk metered mail. Mail with inappropriate envelope sizes, or with 

- 7 -  
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handwritten or otherwise non-machinable addresses, or with no barcode clear 

zones, or with stale addresses or stuck-together envelopes, or missing or 

improperly set tabs and wafer seals costs the Postal Service more to process 

than mail without these problems. Mail stuffed into cardboard boxes or other 

unsuitable containers costs the Postal Service more to process than mail 

properly faced and oriented in trays. Mixed mailings of stamped mail, business 

reply envelopes and metered mail presumably cost the Postal Service more to 

process than mail properly segregated. The same is presumably true of mailings 

with pieces of mixed vs. uniform shapes. 

Attached, as Attachment A, to this testimony, is a copy of a twenty-nine 

page “Customer Service Directory” that we give to every customer. The booklet 

provides the information mailers need to prepare their mail properly to qual@ for 

discounts. We explain these requirements in our “Customer Service Directory” 

because most mailers are unfamiliar with them. If most mailers already had the 

information included in our “Customer Service Directory,” there would have been 

no need for us to incur the expense of creating, publishing, updating and 

distributing this information booklet. 

Even after we give each customer its own copy of our “Customer Service 

Directory,” we still have work with customers, and check their mail every day, to 

ensure compliance with the rules for automation mail. We have a full-time 

customer service representative who works with new customers to improve their 

mail. Our customer service representative also contacts existing customers 

when our three-person check-in quality-control team identifies a problem. Even 

good customers slip up occasionally; bad ones slip up all the time. One of the 

secrets of the business is knowing your customers well enough and being in 

contact with them often enough to know when they are making changes in 

- a -  
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personnel, equipment, supplies or processes that could impact their mail and 

working with them to make sure that these changes do not adversely effect their 

mail. 

On an average day, we return to our customers 200 letters that are 

improperly prepared. There are many reasons for returning mailpieces. Some 

envelopes have an address that is missing, incomplete. or upside down. The 

insert in some window envelopes may be inserted backwards, etc. All 200 of 

these mail pieces would be undeliverable as addressed, if entered by us or by 

the mailer (except, of course, mailpieces returned to the sender for insufficient 

postage applied, a phenomenon apparently assumed away for BMM by defining 

it as mail that is fully paid). 

I do not know the average cost to the USPS of returning undeliverable as 

addressed mail. If the average amount is just 50 cents per piece, an estimate I 

am told is probably low, our interception of the 200 letters alone saves the USPS 

$1 00 per day. 

IV. USING BMM AS A RATE BENCHMARK WILL NOT EQUALIZE THE 

MAIL. 
CONTRIBUTION PER PIECE FROM SINGLE-PIECE AND PRESORT 

The above discussion should make obvious that I also disagree with Ms. 

Kobe's contention that the Commission should adopt BMM as the benchmark for 

calculating presort rate discounts "to make certain that two mailers with identical 

pieces of mail are paying the same contribution to overhead costs, irrespective of 

whether they workshare." Kobe Direct (APWU-T-1), p. 15. Ms. Kobe's 

statement assumes that the average piece of single-piece mail that is a 

candidate for conversion by presort bureaus into presort mail has the same 

- 9 -  
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physical cost and characteristics as BMM. For the reasons discussed in Section 

II and 111, however, this assumption is untrue: the single-piece mail that is 

currently available to convert to presort mail is dirtier and more costly to process 

than BMM. Hence, limiting presort rate discounts to the cost savings available 

from converting mail as clean as the hypothetical BMM benchmark mail would 

cause the average piece of presort First-class Mail to pay a far larger 

contribution to overhead costs than the average piece of single-piece mail. 

Ms. Kobe conceded on cross-examination, for example, that a letter with a 

computer-generated address typically costs the Postal Service less to process 

than an otherwise similar piece "that is handwritten and has to be remote 

barcoded by a manual operator." 20 Tr. 7196, lines 14-18. Presort First-class 

mail must have a machinable address; single-piece mail need not, and often 

does not. Id., p. 7196, line 19, to 7197, line 4. Ms. Kobe is not proposing to offer 

a discount for putting a machinable address on a single piece letter. Id., p. 7197, 

line 5-8. Hence, under her rate design, "first class letters with handwritten 

addresses are unlikely to be making the same contribution to the Postal Service 

institutional costs as otherwise identical letters with typed or printed addresses 

. . . That's part of the averaging of the first class rate." Id., p. 7197, lines 9-15. 

Ms. Kobe also conceded her proposed rate design would not offer First- 

Class mailers discounts for buying postage through a less costly channel than a 

retail counter, or entering mail in a Postal Service facility rather than a street 

collection box. Id.. pp. 7197, line 16, to 7198, line 11. These mailer activities 

save the Postal Service money. Id., pp. 7197, lines 16-20. Because her rate 

design does not offer discounts to single-piece mailers for engaging in these 

activities, the result could be "differences in institutional cost contributions for 

mail that varied only in that attribute." Id., p. 7197, line 24, to 7198, line 2. 

-10- 
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1 One could multiply these examples with others from Section II and 111, 
0 

z 

3 
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7 

above. They underscore that the cost savings actually enjoyed by the Postal 

Service from presort First-class Mail go far beyond the savings recognized by 

the BMM benchmark. Failure to recognize the full range of the cost savings in 

rate discounts most definitely will cause presort First-class Mail to bear a larger 

"amount of the institutional cost of the Postal Network" (Kobe Direct, p. 4) than an 

otherwise identical piece of single-piece mail. 

a 

- 11 - 
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Attachment A 

ACCESS MAIL 

CUSTOMER SERVICES DIRECTORY 



Fax: 

ACCESS 
MAIL  

Customer Services 
Directory 

Access Mail Processing Services, Inc. 
14240 62nd St N E3 Clearwater FL 33760-271 7 

727-531 -5353 e-mail: Sales@AccessMailOnline.com 
727-539-6245 E 800-71 1-6245 

Under Construction: AccessMaiI.biz 

mailto:Sales@AccessMailOnline.com


0 

&GCESS 
0 MAIL 

"Customer Service Directory" 

is  produced for the exclusive use of cust( 
of Access Mail Processing Services, Ir  

We hope the information contained will 
value to your mailroom personnel. 

If you have any suggestions for additions 
manual, please contact us. 

Thank You 

0 This manual remains the property o i  Access Mail Processing Services, Inc. 
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' 0  Postage Rates for 
Presort Mail 

Effective Date: 1/08/2006 

FIRST CLASS LETTER-SIZE MAIL - PRESORT 
UP TO BLiT NOT EXCEEDING PRESORT 

1 OUNCE $0.371 
2 OUNCES $0.608 
3 OUNCES $0.802 
4 OUNCES $1.039 
5 OUNCES $1.276 
6 OUNCES $1.51 3 
7 OUNCES $1.750 
8 OUNCES $1.987 
9 OUNCES 0 IOOUNCES 

$2.224 
$2.461 

1 1  OUNCES $2.698 
12  OUNCES $2.935 
13 OUNCES $3.1 72 
14 OUNCES TO 1 LB NIA 

POSTCARDS NIA 
POSTCARDS - FULL RATE 

Access Mail Processing Services, Inc. 
14240 62nd St N a Clearwater FL 33760-271 7 

Fax: 727-531 -5353 e-mail: info@AccessMail.biz 
727-539-6245 IXI 800-71 1-6245 

0 
Rev lll?M6 PSCESS MAIL 

FLLL RATE 

$0.39 
$0.63 
$0.87 
$1 .I 1 
$1.35 
$1.59 
$1.83 
$2.07 
$2.3 1 
$2.55 
$2.79 
$3.03 
$3.27 
$4.05 

$0.24 
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Postage Rates for 
Certified & International 

Effective Date: 1 /08/2006 

FIRST CLASS CERTIFIED AND NONSTANDARD FEES 
CERTIFIED MAIL $2.40 

RETURN RECEIPT REQUESTED $1.85 
NONSTANDARD SURCHARGE $0.1 3 

PLUS PROPER PRESORT/AUTOMATION OR FULL RATE POSTAGE 

EIGHT UP TO 
NOT EXCEEDING 

SELECT ED I NTE R N AT1 0 N A L RATES 
ALL RATES ARE VIA AIRMAIL UNLESS NOTED 

LETTERS /AIRMAIL 1 PAR A V I O N  

CANADA MEXICO 

1 oz $0.63 $0.63 

3 oz $1.1 5 $1.30 

5 oz $1.70 $2.1 5 
POSTAL CARDS $0.55 $0.55 
AEROGRAMME $0.75 $0.75 

2 oz $0.90 $0.90 

4 OZ $1.40 $1.75 

Access Mail Processing Services, Inc. 
14240 62nd St N LX Clearwater FL 33760-2717 

727-539-6245 €X 800-71 1-6245 
Fax: 727-531 -5353 e-mail: info@AccessMail.biz 

0 
Re" 1 l l 2 w h  &CESS MAIL 

OTHER 
COUNTRIES 

$0.84 
$1.80 
$2.75 
$3.70 
$4.65 
$0.75 
$0.75 
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Mu It i- L i ne Optical 
Character Reader 

Every day Access Mai l  processes over 
125,000 letters on a’multi-line optical 
character reader (MLOCR). This special 
machine, like the US Postal Service 
MLOCRs, visually ”looks” at the 
address on each letter and translates it 
into typing. It then matches the address 
it “reads” against the USPS database of 
almost every address in the United 
States, including Puerto Rico and the 
Virgin Islands. 
If the MLOCR detects a perfect match 
for an address, it then produces a 12- 
digit ”Delivery Point Barcode” (DPBC), 

which pinpoints the exact place for the carrier to deliver that letter. It must be an 
exact match, and the MLOCR reads and codes 10 addresses per second. 

This e uipment is tested annually by the USPS through a MASS-test rocedure. 
In addition, iccess Mail purchases bi-week1 USPS database updates, eacR with the 
most current addressing information availabjk. Not all US addresses are on this 
database since new construction is constantly expanding the list of addresses. Also, 
the USPS is converting many rural addresses into street address as part of a 91 1- 
emergency program. 

In order for the MLOCR to match the address, it cannot default to a building, 
but must code for the actual suite/apartment within the building. The most common 
reasons a letter with a “readable” address doesn’t receive a barcode is that the 
directionals (N, E, S, W) are missing. It cannot uess that you mean South Main Street 

error is the street number bein “out of range.” This means there i s  no 1 1345 Oakdale 

letter. 
As technology changes the cameras (optical character readers), they must be 

replaced. Since 2000, Access Mail replaced our camera systems, at a cost of about 
$325,000. We are currently runnin the most technologically advanced OCRs 
produced by Lockheed Martin, andglD Mai l  Systems, including an RAF OCR engine, 
currently the highest-reading OCR available. 

when there is also a matching address on Nort a Main Street. The next most common 

Ln, only a 1345 or a 1 134 Oa a dale. Again, it cannot guess and must not barcode that 

0 
R e .  lllZM6 &CCESS MAIL 
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In this box. 

Daily Pick-Up Ticket 

. _  - . .._i -3;. ..,.L.. -3A %'&\>' ~ 

7 3 3 :  & - ?  . - __ . . - 
a _ _ _  

~ 

- - a < -  ~ __ - .- - _-.. _. - .. 

Re". 111?ooh 

Your company must make a diligent effort to comply 
with USPS regulations for discounted mail. 

Your signature says that's what you are doing. 
Keep copies of updated records, etc. 

PCCESS MAIL  
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0 Acceptable Envelope 
Sizes for Discounts 

These are acceptable at discounted rates: . #10 Business & Window 

#12 Business & Window . #9 Business & Window . 
Min. size: 3” x 5” 

Max. size: 6-1/8” x 1 1 -1/2” 

Max. thickness: <0.25” 

6 x 9 Business & Window 

0 

Mail must be rectangular and fit on the template 
provided for discounted rates. 

0 
Rev. 1112006 &$CESS MAIL 
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0 Mail These Items At 
Full Rate 

International mai I 
9 x 12 and other large envelopes 

These Items Will Come 
Back the Next Day 

Wrong or outdated Zip code 

Wrong or no postage 
No name or address 
International mail at domestic rates 

Interoffice mail 

0 
Reu. lllZW6 PCCESS MAIL 
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Over the past 20 years, the US Postal Service has been 
automating mail processing. Companies like Access Mail are 
"worksharing" partners to the USPS. Because we process mail 
virtually identically to USPS processing, certain standards are 
necessary to allow a seamless transition from our mail facility to the 
USPS on a daily basis. 

Customers who can adhere to these standards will see 
more accurate delivery of their mail, better postage discounts a nd, 
overall, better response rates from the recipients of their mail . As 
more mailers adopt these standards, the USPS predicts they can 
request fewer and lower rate increases in the future. 

At Access Mail, we want to provide all the tools you 
need to adhere to these standards. This section is  a brief overv iew. 
Call us for specialized departmental training sessions, useful U SPS 
publications and questions about mail quality. 

A 
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Type Styles 

Basically, these are good: 
ALL CAPITAL LETTERS READ BEST 

MONOSPACED, RATHER THAN PROPORTIONAL 

ANY TYPE THAT IS WELL SPACED AND EASY FOR YOU TO READ WILL BE 

EASIER FOR THE MACHINES TO READ. REMEMBER, THE MACHINES READ 

5 FULL ADDRESSES EVERY SECOND AND HAVE TO FIGURE OUT WHAT 

EACH ADDRESS SAYS IN THAT SAME AMOUNT OF TIME. 

And these are not: 
THIS TYPE IS TOO SMALL 

THIS TYPE IS TOO LARGE 
THE TYPE 15 /TALK 

THIS TYPE IS TOO BOLD 

This is a script type 

THESE LETTERS TOUCH EACH OTHER 

THIS TYPE IS HANDWRITEN 

THIS IS DECORATIVE TYPE 

&$CESS MAIL 
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Barcode Clear Lone 
Lener Mail Dimensions: 
Dimension Minimum Maximum 
Height 3.5" 6.125" 

Thickness 0.W7 .25" 
Length 5" 1 1 . 5  

Outgoing Address 

The areas shown in white (above) are "reserved" for specific functions. 
The US Postal Service ha5 automated much of the mail processing. 
Unlike people, the machines expect certain items to be in certain 
places. If you put logos, slogans or advertising messages in any of the 
white spaces (except as part of the return address), your mail may be 
"non-automated" and can be delayed since it has to be sorted outside 
the automation process. We have reference material you can provide to 
your designers and printers to accommodate these clear zones. 
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Move Update 
To participate in postage savings programs oithe US Postal Service (like the service 

Access Mail offers), there is a requirement that you keep the ad dresses you mail to updated. 
This involves both proper 5-digit Zip codes and sending to the current address. 

under the move update requirements. The basic requirements are t hat you process each 
address through an approved method once every 180 days (6 months 1, and update your files 
when changes are discovered. 

The simplest method, used by a majority of our customers, is to endorse all envelopes 
with either “Return Service Requested” or “Address Service Requested.” 

Return Service Requested will bring your original letter back to you at no additional 
charge, with a yellow USPS label indicating the new, moved addre ss for the recipient. You 
need to update your records, keep the envelope or log the date o f update, and remail the letter 
in a new envelope with new postage. 

address, and send you back a change of address postcard, with a charge of $0.70. Again, you 
need to keep the card or log the date of update. 

recipient‘s name on all outgoing mail. This gives a unique ident ification to each letter. When a 
move is detected, the USPS will return an electronic change of a ddress card ($0.20) showing 
the key line. You must be able to correct your records from the key line information. This 
service requires pre-enrollment before use. 

National Change of Address (NCOA) is a service for processing your entire 
customer/vendor/employee list prior to any mailings, and then on ce every 180 days. This 
electronic process returns your database with moved addresses fl agged for correction. You 
download this file and then mail from this database for up to 6 months. Any name that was 
not processed originally may “ride along” on this l i s t  for less than 6 months if it came directly 
from the recipient, 1.e. placing an order, new customers, etc. A ccess Mail offers this service to 
our customers for a fee. 

possible, you will find this requirement is  a win-win situation for both the USPS and your 
company. Each day you sign your pick-up ticket that you are complying with this requirement, 
so you need to determine the method you will use and then mainta in it. We are here to help 
you if you have any questions, so please call us. 

There are several methods to comply with the “current address” requirement, all falling 

Address Service Requested will forward the original letter to the recipient at the new 

A third endorsement, “‘Change Service Requested,” requires a ”key line” above each 

Since it i s  to your benefit to have the letters get to the inten ded recipient as quickly as 

Rev. 11IlW6 ACCESS MAIL 
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MLOCR PROCESSING ACKNOWLEDGMENT FORM UNITWSIBTES 
PCISTM Y R Y n  

I, the undersigned. an aulhorired wmsenWw . o f  

. - .......... ... _ _  __- .. - 
Gi+ny Name 

FASTfotwad Licensee 
1 

....  I 
President 
rm 
OBI 29 12002 
Dab 

.. - . .. -. - . . . . .  . . . . .  . .  - 

- .... .- . . .  .. 

&$CESS MAIL 
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FasfForward Example 
The Simplest Method for Move Update Compliance 
Access Mail is the first in the Tampa Bay Area to offer FastForwardrM (MLOCR) to our customers. This 
technology upgrade is  a joint effort between the USPS and Nation al Association of Presort Mailers to 
assure your letters get to the recipient as quickly as possible, even if they have recently moved. 
Move Update History 
Since 1397, the USPS has required mailers who utilize discounted postage rates to use the most current 
address for their customers, even though they may have moved. Of the available compliance systems, 
you probably use an endorsement (return service requested or change service requested) to meet this 
requirement. This process may cost $5-$10 or more per returned letter to keep your list updated, not 
counting any costs from the delay in getting the letter to your customer. 
If ou use endorsements, you may have to select another method I n the future. The USPS prefers the 

reduces their costs involved in handling UAA (undeliverable as addressed) mail. 
a 2 dress be updated prior to mailing rather than after the mailpiece has entered the mailstream. This 

Original Address 

New fastforward Address 
On Envelope 

KAZMiEW X HARVITH 39 
126 1ST AVZ NE 
WELLS. MN 56097 

wA*.\I <ogjo K \XYk. ?.I i5  SmQ? Barcode to 
New Address ue.1 ixw 510117 11l1111.111l111.l111.1111/.ld1.11111111~,l,l,,l,l,ll.,,l,l,~l 

FastForward Works 
With MLOCR FastForwardrM: 

Z your company will be in 100% compliance with the move update req uirements; 
5% your customers will get their mail faster; and 
X optionally, you can track change of addresses electronically or have the updated letters 

returned to you. 

With FastForwardTM , when your letter is 
read by the MLOCR and the MLOCR 
determines the correct delivery point 
barcode, the machine reads the name of the 
recipient and compares it to a list of eople 

an exact match ( loo%, 7 the recipient’s new 
address will be printed on the lower right of 
the envelope, with the new delivery point 
barcode just below it. The letter then goes 
directly to the new address. 

who have filed a chan e of address. P f there is 

Without FastForwardTM , your letter 
would have been processed to the old 
address where the letter carrier would have 
returned it for new addressing. The letter 
would travel to a change ot address center, 
get a yellow or printed message with the 
new address and then either be delivered to 
the new address (up to 2 weeks later) or 
returned to you for re-enveloping and re- 
posting, depending on whether you use 
endorsements. 



12970 

FastForward Opt Out 
T O  

RE: 

I, the undersigned, an authorized representative oi: 

ACCESS MAIL PROCESSING SERVICES, INC 

OPT OUT OF FASTfolward SERVICES 

Company Name 

Address 

City, State, Zip 

Telephone Tax ID Number (TIN) 

Name Title 

Signature Date 

do hereby acknowledge that I have received and reviewed the FASTforward Information Package supplied to me by 
Access Mail Processing Services, Inc, a FASTforward licensee. 

This company declines participation in FASTforward services provided by Access Mail Processing Services, Inc., and 
complies with the move update requirements for discounted First Class mail using the following method: 

0 
0 Ancillary Service Endorsements (Return Service / Address Service Requested) 

A process to update database records with the address information returned from the US Postal Service. 

National Change of Address (NCOAlinkTM) 

A licensed vendor performs address matching and move information within 180 days of mailing each 

It i s  recommended you keep proof that you have updated your database records on a regular basis. 

0 

address. It is recommended you keep receipts, records and reports on each update. 

0 Address Change Service (ACS) 

An electronic notification sewice used with some ancillary endorsements. It requires enrollment in the 
program and keyline information on the letters mailed. It is recommended you keep proof you have updated your 
database records on a regular basis. 

0 NCOAlink List Correction Services 

A licensed vendor performs list correction services prior to eac h mailing, with electronic updates. It is 
recommended you keep receipts, records and reports on each update. 

This form is required as part of our Mail Processing Total Quality Management procedures to ensure all mail we submit 
to the USPS qualifies for the discount postage rates used in the mailing. 

FFOpOm lW6 0 
Re". 1112006 &CCESS MAIL 
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FASTforwardjM Processing Services 

Information Sheet 

FASJforwarcPM file is a consolidated iile oi  move information that on average contains approximately 16 million 
permanent Change-oi-Address (COA) records iiled with the US Postal Service. Each record contains the relocating Postal 
customer’s name along with an old and new address. The old address is the one compared to the address on the customer’s 
mailpiece oriacsimile ior matching purposes and the new address is  the one returned ii a match i s  made, to the mailpiece or 
iacsimile. These records are retained on the iile ior a six month period irom the move effective date. 

There are three separate and distinct services that may be provided to a mailer by the FASTforwardSZl Licensee. They are as 
iollows: 

1 .  Mailpiece redirection due to customer moves via the Licensee’s MLOCR equi pment (FASJforwardSM Forwardable 
Mail piece Processing option). 

2. Non-electronic address correction notiiication via mailpiece facsimiles submitted by a mailer and processed on the 
Licensee’s MLOCR equipment ( FASJforwardSA‘ Mailpiece Facsimile Processing option). 

3 .  Non-electronic address correction notiiication by return oi  matched mailpieces via the Licensee’s MLOCR equipment 
(FASJforwardSM Notiiication via Returned Mailpiece Processing). 

The source of the FASTforwardS”‘ data is  a permanent Change-oi-Address iiled by the relocating postal customer. 
Approximately 40 million of these COAs are filed annually. The database is updated every week with thi s information. 

The new address supplied by the relocating postal customer must be ZIP+4 codeable to qualify ior addition to the 
FASJforwardSM iile. 

All mailpiece or facsimile addresses submitted by a FASJforwardSM customer are processed by Multiline Accuracy 
Support System (MASS! certified ZIP+4/DPC Licensee software. How ever, new address (iorwarded to) iniormation is provided 
only when a FASTforwardsh’ match to the mailpiece or facsimile name and ZIP+4/DPC coded address is attained. 

The provision of Change-of-Address iniormation is controlled by strict name and address matching logic. To make the 
best use oi the FASTforwardSM service, potential customers should understand FASJforwardSM matching logic. All matches 

de to the FASTforwardSM file require complete address matching logic. Name matching logic is  determined by the move 
e in the data record on the FASJforwardSM iile that i s  the candidate ior a match. 

0 

a 
Move Types and associated Name logic are: 

1. Individual: Match on first name, middle name or initial, surname and title required. (NOTE: The FASTforward” 
customerimailer can elect to have oniy individual match logic utilized regardless of the move type in the record when their 
mailpieces are processed.) 

2. Family: Match on surname only 

3 .  Business: Match on entire business name 

The FASJforwardSA’iile i s  comprised oi  approximately 47% family moves, 47% individual moves, and 6% business 

84.30% are Forwardable moves (contain address iniormation) 

moves. The typical profile oithe new address information contai ned in the 16 million COA records on the file is as iollows: 

1. 

2. 12.85% are moved-lee-no-address** 

3. 02.65% are Post Office Box closed** 

4. 00.20% are ioreign moves“ 

providing the new iorwarding address ior the intended recipient. 

Licensee, depending on the type of service desired, the FASJforwardSM MLOCR Processing Acknowledgement form and/or the 
FASTforward” Facsimile Processing Request Form and/or FASJforwardSM Notiiication via Returned Mailpiece Processing 
Request Form provided to them by the Licensee. 

‘*The literal “NEW ADDRESS INFORMATION UNKNOWK” i s  provided in I ieu o i  address information in FASTforward” Facsimile and 

A FASTforwardSM updated mailpiece renders the delivery address information that has been originally applied obsolete by 

Every customer taking advantage oi FASTforwardSM services must have completed and returned to the FASTforward” 

tification via Returned #Wailpiece Processing only. m m e r  I,,lorrmlon Form 9/02 

w. ,,I2036 &$CESS MAIL 
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Short Paid Mail 
What is Short Paid mail? 

The presort postage rates are currently $ ,371 for up to the fir st ounce, and then an additional 
$.23  for each additional ounce. If you don't apply enough postag e for the proper 
weight, the letter i s  considered "short paid." 

How does this happen? 

When you process your mail, usually under a deadline, it is comm on practice to make an 
educated guess oithe mail's weight, weighing only a few pieces. When the USPS clerk 
checks the weight of the mail, they use a scale that weighs to 3 decimal places for 
accuracy. 

Why does the the Post Office care? 

The USPS has determined that many mailers are not paying the pro per postage rates for 
additional ounces. Since this is lost revenue that is due, they are looking closely at this 
problem. When you use a presorter, we are held financially responsible for this 
problem. 

What do they do to find Short Paid mail? 

Each day, MERLIN is presented with approximately 1,000 letters from our mailing. Each 
piece i s  weighed and the weight is compared to the postage on th e piece. If the postage 
is deficit, MERLIN determines the percentage of mail that is sho rt paid and calculates 
the additional postage needed to correct the mail. 

0 
Who pays? 

In order to clear the mail, Access Mail pays for your short pai d pieces that evening. We 
charge the individual customer tor these short paid pieces. We w ill provide a copy of 
the USPS verification form with the calculations and postage due amount. For your 
protection, the USPS gives us short paid pieces and we also weig h verify them on our 
scale. We return them to you the following day with a "neon" cal culation sheet. 

What can we do? 
First, check the accuracy of your scale. Second, weigh every piece of mail .and apply the 

correct postage amount. Most often, the problem is  with pieces o f  mail that weigh 
exactly on the ounce. Remember, the postage requirement i s  for a n additional $.23 if it 
"exceeds" the ounce, even by ".001_* 

automatically weigh each piece of mail and then apply the correc t postage. It could be 
worth the extra cost in employee's time and short paid penalties . 

If you are a mid-size mailer, you may want to check out the newer mailing machines that 

Rev. 1112W6 ACCESS MAIL 
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Loop Mail 
What is Loop Mail? 

As barcoding technology "advances," new challenges develop. One o i  the most common is  
"Loop Mail," which happens when the barcode sprayed on your outgoing envelope is 
actually the barcode for your own company. A few days after send ing a letter out, 
there it is in your incoming mail. 

Why does this happen? 

When an envelope passes in front of a Multi -Line Optical Character Reader (MLOCR) optic 
system, it is scanned from left to right, bottom to top. The cam era is looking for a 
readable address anywhere in an 11.5" wide, 3.5" tall area. The camera.will read the 
most legible, readable address within this area. If it can't rea d the outgoing address 
(handwritten, italic, proportional type, etc.) and your return a ddress is within this area 
and can he read by the MLOCR, it will not be able to tell the di fference and will 
barcode the mail to your return address. Once this happens, the letter will continue to 
be sent to the barcoded location (your company), no matter how m any times you send 
it out. 

What can I do with a Loop Letter? 

Once it has come back to you, just use a black marker and run a line horizontally through 
the barcode. This will prevent an MLOCR from reading the barcode and it will be sent 
to a hand sort area. However, unless you make a permanent change to the envelope, 
you will keep getting your own mail back. 

0 
How can I Break the loop? 

There are two choices, both involving artwork changes on your en velope next time it i s  
printed. Either move the return address so it is above the 3.5" read area or alter the 
type style/size to make it non-machine readable. This can include making it smaller, 
larger, proportional or italic. 
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"Stuck N Envelopes 
It is very important to seal all 
envelopes before mai I i ng. 
However, you need to take care 
that the envelopes don't "stick" 
together in the trays. If mail 
comes in to Access Mail  that i s  
"stuck" together, it cannot be 
processed until it is  manually 
separated, normally the next 
business day. 

To prevent envelopes sticking together, please follow these sugg estions: 
Don't overfill the mail trays, this "jams" the envelopes togethe rand 

Check your water/solution levels. Your operator's manual can show 
you how to adjust the amount of water used to seal each envelope . 
Fan the envelopes when they 
come off the meter/conveyor. 
Hold a handful with your 
right hand at the right edge 
and use your left hand to 
separate all the envelopes 
before you put the handful 
into the mail tray. 
Spot check the envelopes to 
make sure they are not 
sticking together. 

they will stick. 
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Tabs & Wafer Seals 

__ 
Specifications for Automatlon-Compatible L e t h w S i  Mailpieces 

'I 

"i' 
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0 Contingency Program 

Route Vehicles and Drivers 

Access Mail maintains a minimum of two vehicles over the nur ber requit 1 
to operated our daily mail pick-up routes. In addition, Access Mai l  also 
owns four other company vehicles that can be dispatched for mail transport 
if needed. Drivers are supervised by a full-time transportation manager, who 
i s  also responsible for vehicle maintenance. 

Our driver staff includes two extra drivers with training. They are capable of 
servicing any route or customer. Access Mail  maintains an accurate book of 
information for each route including maps and the details of each stop 
involved. 

Driver insurance is  provided by Access Mai l  and all drivers are required to 
maintain a clear driving record as a condition of employment. 

Access Mai l  maintains continuous insurance on all mail pieces in our 
possession. From the time of pick up until the mail is entered at the USPS, 
the coverage includes not only the cost to reconstruct any lost or damaged 
mail, but also the actual postage involved. 

Access Mail  has guarded against the problem of machine failure by 
maintaining dual MLOCR systems. Processing at a minimum speed of 
20,000 letters per hour, each MLOCR is individually capable of completing 
our entire daily mailing. 

In cases of more catastrophic problems with our facility, Access Mail  also 
maintains insurance that enables us to quickly recover our capability to pick 
up and process your mail. 

When a disaster strikes, Access Mai l  has a reciprocal agreement with Arrow 
Mail  in Ft. Lauderdale to allow mail processing to continue out of the area. 
This was established following Hurricane Andrew and the devastation it 
created, 

Damage or Loss 

Equipment Failure 

Business Interruption insurance 

Off-Site Mail Processing 

&CCESS MAIL Rev. 1112006 



US Postal Service 

&CCESS 
M I L  

This section details some USPS 
forms that are necessary for you to 
participate in our Postage Discount 
programs. 

meetings the USPS provides o help you get 
the best service for your mor ey. 

Also included is  information and 



USPS VAR Form 8096 0 

On the next page is  USPS form 8096, 
which informs you, as a mailer, that 
our company, as a consolidator of 
letters, may receive a postage refund 
from the USPS on your mail. It is  
simply your acknowledgement that 
we have informed you of this and 
you agree. This i s  the process we use 
to help defray processing costs to 
you, which is  why we can offer our 
services with little or no fees. 
This form must be signed and 
submitted with your first discounted 
mail. The USPS keeps the original 
copy in the Tampa Post Office. 

0 
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Form 8096 
REQUEST TO PAY POSTAGE REFUNDS TO PRESENTER OF MAIL 

- 
(Name of customer) 

(Hereinafter "the customer") hereby requests the United States Postal Service to accept reqests for postage refunds submitted 

by Access Mail Rocessine Services. Inc(hereinafier '%e presenter'' ) for postage refunds on the mail of the customc and to 

pay refunds found to be due on such mail to the presenter, aspecified below. 
I .  

deposited with the Postal Service by the presenter. Thk requestloss not apply to mail that is deposited with the Postal Serve 

by persons or entities other than the presenter. 
2. For all mail covered by this request the presenter shall haveexclusive authority to submit to the Postal 

Service request for postage refunds, and to receive payment ofay such refunds that are determined to be owing because the 
amount of postage applied to the mail by the customer is in exces of the law&l rate or rates ofpostage applicable to that mii  
at the time it is deposited with the Postal Service by the premter. Requests for refunds on such mail may be submitted only at 

the time ofmailing, in accordance with the procedures establiskd in theDomestic MailMQnuQl 

3. 

presenter pursuant to this request, or for the eventual d i s p s b n  of any such refunds between the customer and the presenter. 

These are matters of private wntractual agreement between the pesenter and the customer. 
4.  

that this request is revoked. 

5. 

This request will, however, permit the Postal Service to acceptequests for refunds, made by the presenter on behalf of the 

customer, pursuant to a voluntary agreement between the customerand the presenter. 

This request applies to all mail of the customer, and on which he customer has paid postage, ihat is 

The Postal Service assmnes no responsibility for maintaining lecords on the amount ofrefunds paid to the 

This request will remain in force until the Postal Service reeives written notification itom the customer 

The submission ofthis request is not required hy the Postal Sewice for the deposit if the customer's mail. 

I, 
(Name) 

(Title) 
am duly authorized to act on behalf of the customer in ma!4ng tiis request, and agree to ail t e r n  and conditions of this requeS 

on behalf of the customer. 

Signature and date 

WARNING: The furnishing of false information on this fam may result in a fme of not more than S 1 0,000 or 
imprisomnentofnot more thanS years. orboth. (18U.S.C. ICNJI) 

PS Form 8096, July, 1990- FASClMlLE . 
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USPS Option 4 
The US Postal Service’s Option 4 program allows Access 
Mail to enter mail metered in other cities at the SCF Postal 
facility located in Tampa, without any customer -applied 
drop shipment markings. 
Under this program, it is  necessary to ensure that all our 
customers are aware that their mail i s  being dropped at the 
Tampa SCF facility. This procedure should not in any way 
affect your mail, it is only an approval process required by 
the Postal Service. Although USPS delivery standards will 
not be altered, the Postal Service has required us to state 
that “the consolidation of your mail may influence delivery 
performance. // 
It i s  important that we have your current meter number. This 
is  the number that prints under the postagekity, state 
information. When you change meters for any reason, 
please /et us know. In order to keep our Option 4 valid, we 
must provide current and correct meter listings for our 
customers on a daily basis. 
Please review the enclosed copy of the authorization 
granted to Access Mail  and the copy of the Option 4 
requirements attached. 
Please sign and date the acknowledgement attached. 
Should you have any questions regarding this subject, 
please do not hesitate to contact us. 

ACCESS M A I L  
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. .  This i s  i n  response  t o  your r e q u e s t  t o  c o n s o l i d a t e  ? i r s t -C las s  metered ma i l .  app ly  a 
Del ivery  ?oir.t barcode ,  and drop  s h i p  i; w:thour a drop  shipment ecdorsene?.t a t  t h e  
Tampa, F l o r i d a ,  Post O f f i c e .  

under t h e  fo l lowing  c o n d i t i c n s ;  

r eques t  which a r e  l i s t e d  on attachment "A".  

m i l i n g  s t a t e m e n t )  ir wh;A a l l  p i e c e s  r e g a r d l e s s  of r a s e  claimtei bea r  a c o r r e c t  
Del ivery  Po-nt Barcode. 

3 .  Documentation t o  suppor t  t h e  barcoded r a t e  1 s  provided  i n  acmrdance w i t t  Secz ions  
5 6 4 . 6  or 3 6 4 . 3 ,  DMM. 

J .  You m u s t  g i v e  w r i f t e n  n o t i c e  t o  t h e  l i c e r s e e  whose ma i l  is TO be c o n s o l i d a t e d  f o r  
mar l ing  under t h i s  a u t h o r i z a t i o n .  That  n o r i c e  must i n z l u d e  a cow of t h i s  
au rhor ; za t ion ,  a f e x p l a n a t i o n  of r h e  a p p l i c a b l e  p r e p a r a t i o n r e q u l r e m e n l s .  and 
m t i c e  t h a t  c o r s a l  t i o n  of :heir  ma i l  may a f f e c i  s e r v i c e .  A c p y  of t h i s  n o t i c e  
mus: be provided  a i s 0  t o  15.2 e n r r y  p o s t  o f f i c e  and l i c e n s i n g  o f f i ce  pos tmas te r .  

5. Y o x  cussomer w i l l  d a t e  e v e r y  ma i lp i ece  wi th  r h e  d a t e  yo-i mu tua l ly  a g r e e  w i l l  be t h e  
b a t e  t h e  mai l  1s t o  be e n t e r e d  a t  t h e  Tampa Post O f f i c e .  The date u t i l i z e d  must be  
a c c e p t a b l e  - 3  t h e  P o s t a l  s e r v i c e ,  an  accoraance  wi th  S e c t i o n 1 4 4 . 4 7 .  DMP!. 

6 .  The d a t e  r z f l e c t e d  on t l e  m a i l p i e c e s  be t h e  d a t e  t h e  P o s t a l  S e r v i c e  i s  a b l e  t o  
Process  and meet c r i t i c a l  e n f r y  t imes .  

1. Re-metering of d a t e s  IS no: t o  be  s t a n d a r d  o p e r a t i n g  p rocedures ,  b e  used  o n l y  a s  a 
i a s t  r e s o r t  i n  chose  ~ r . s i a n c e s ,  and on those  days  when pracessirs;  problems r e s u l t  I n  
a f a i l u r e  t o  meet t h e  e s t a n l i s h e d  er.:ry z imes .  

6 .  Ywd may nor shif:  a r y  o f  t h i s  m a i l  t o  ano the r  mailer o r  c o n s a i d a t o r  f o r  p rocess ing  o r  
e n t r y .  

5 .  The s e r v i c e  s t a n d a r d  for ma:: d e p o s i t e d  under :his arrangemert must be t h e  Same o r  
b i t t e r  than  t h ?  a p p l i c a b l e  s e r v i c e  s t a n d a r d s  which would have a p l i e d  had t h e  n a i l  
been e n t e r e d  a t  t n e  l i c e n s i n g  p a s t  o f f i c e .  

Your r eques t  i s  approved under S e c t i o n  1 4 4 . 8 5  ( o p t i o n  41 of t h e o o m e s t i c  Mail  Manual, 

1. This  a u t h o r i z a t i o n  [ a u t h o r i z a t i o n  # 4 0 1 2 !  p e r t a i n s  o n l y  t o  tk mete r s  l i s t e d  i n  your 

1. The m a j o r i t y  of t h e  mai l  c o n s o l i d a t e d  n u s t  be p repa red  a s  a s i n g l e  ma i l ing  ( O R  one 

10. 2.11 remaining p r o v i s i o n s  of S e c t i o n  1 4 4 . 8 5  a r e  LO be fo:law&. 
li. We x.L~si be adv i sed  of f u t u r e  cus tomers  who you wish t o  i n c l d s  under t h i s  

a u t h o r i i a i i o ? .  . 
This  a c t h o r i z a t i o n  i s  s u b j e c t  t c  revoca t ior .  i f  t h e  g u i d e l i n e s  cmta rned  in t h i s  l e t t e r  a r e  

not  fo l lowed,  o r  f o r  reasons  con ta ined  i n  S e c t i o n  1 4 4 8 1 7 ,  DMK. The Manager of Bulk 
%:a i l  En t ry  i n  Tampa, i ' l o r ida ,  i s  a d v i s e d  t h a t  a review must be  mnducted of your 
o p e r a t i o n s  no l a t e r  r h a r  9G days a f t e r  the d a r e  of t h i s  a u t h o r i a t i o n  t o  ensure 
compliance.  A r e p o r t  of t h e s e  f i n d i n g s  a r e  t o  be forwarded t o  rins o f f i c e .  A t  t h i s  
t ime ex tended  approval  wrll be c o n s i d e r e d .  

- .  

S i n c e r e l y ,  
( s i g )  
Edward S .  Walker 
Manager 
Rates  and C l a s s L f i c a t i a n  s e r v i c e  Center  

BCC: Manager, Castomer S e r v i c e s ,  Tarnpa 21s t rLct  
Manager. a ~ l k  Mail Ent ry .  Tampa FL 
C l a s s i f i c a t i o r .  Suppor t  Specizlisr, Tampa FL 
RCSC40 ( X F l  
R .  Wayne Graves 

RCSZ40: XWGraves:ap:38165-9594 !Case 4298172 - S P R U I  
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USPS DMM 705.1 8.6: Advanced Preparation and 
Special Postage Payment Systems: Option 4 0 

18.6 Option 4: Consolidated Drop Shipment Without Endorsement 
18.6.1 General 
A mailer presentin a consolidated mailing may a ply to collectmetered mail bearing postage from meten 

licensed at lfferent post oftices and consoldate that mail formailing entry and deposit) at other ent 

must be met as ap licable for the class of mail. All applicable conditions under 604.9.4, alue Added 
Refunds, and 5.0 Rrst Class Mail or Standard Mail Mailings WithDifferent Payment Methods, must also 
be met. 

osta e Statement) in which all pieces, regardless of rate clained, have the correct b a r g e  b'  IP+4 , '  for 
iats? ieliverf point for letters and cards) and are.rhysicallycompabble with automated mail processing 
equipment. he entry post office may reject a mal ing dall pieces do not have the correct barcode. A 
minor portion of the consolidated mail may be prepared as a semd, separate mailing (with its own 
postage statement) in which the pieces do not bear the correct tarcode (or are not compauble with 
automated processing equipment) but do meet the standards that pply to the rates claimed. 

18.6.3 Service Objective 
When a mailpiece is part of a consolidated mailing. the setvice objective that applies must be the same as or 

better than that which would have applied had the iece been enkred at the licensing post office. AS part 
of the application, documentation must be providJby the mailer to show compliance with this standard to 
USPS satisfaction. (Typical documentation lists the service objative that applies to each pair of 
originldestination Migit  ZIP Codes in the consolidated mailing, both if entered atthe licensing post office 
and if entered as authorized under Option 4.) 

to the USPS). The information in 18.2, Authorization, must be provided for each post oftice at wh!ch mail 
is to be entered under Option 4. The a plication must also detES: the meter licensees whose mail IS to be 
consolidated and the serial numbers ofeach licensee's meters; he mailer's method of sortation, 
documentation, and quality control; and the mailer's proceduresfor ensuring that all pieces in the 
consolidated mailing are entered to meet or e m e d  the service cbjejectives for the place of origin. 

18.6.5 Notice to Licensees 
After receiving the authorization notice, the mailer must give written notice to each licensee whose mail is to be 

consolidated under the authorization. The mailer's notice must ndude a copy of the authonzation, a full 
e lanation of reparation requirements, and a reminder that corsolidation oftheir mail can adverse1 

postmasters. 

post offices, subject to the conditions and limitations in 18.6.All condi \. ions for p r e s e n b n v r t  mazngs 

18.6.2 Barcoded and Nonbarcoded Portions 
The majority of the mail consolidated for entry under Option 4 rust  be prepared in a single mailing with a single 

18.6.4 Information 
An application under Option 4 must be submitted by the mailer (ie., the party to present the consolidated maivng 

0 

a ;;P ect service. f he mailer must give copies of each licensee notice to the entry office and licensing o&ce 

schemes and schedules provided by the USPS. Further, each segmett must be prepared for dispatc 3, 
18.6.6 Additional Standards 
Metered mail deposited under Option 4 must be prepared in segmtts for entry at postal facilities accprdin to 

without additional postal processing or handling, and depositeat places and times specified by the 
USPS. The USPS may stipulate preparation beyond that required toqualfy for the rate paid for the mail. 
Failure to meet these standards can lead to revocation of the adhorization. 

18.6.7 Transportation 
The mailer must provide transportation for the consolidated maihg, unless the USPS provides plant load 

service. 
18.6.8 Endorsement 
A drop shipment endorsement is not required on pieces mailed undx Option 4. 
18.6.9 Preparation 
The preparation and documentation standards that apply to the rdes claimed in the mailing remain unaffected 

18.6.10 Consolidation 
Mail Collected from licensees for mailing under Option 4 may not be further collected or consolidated by any 

18.6.1 1 Documentation 
The mailerlconsolidator must keep documentation sup ortin eachconsolidated,pailing, including the wlume 

by entry under Option 4. 

other mailer or consolidator. 

collected from each meter licensee, for at least ? B  year rom the date of mailing, and make it available for 
postal inspection on request. 0 A 
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Postal Customer Council 
The Postal Customer Council i s  an association of business mailers and 

postal managers, working together to increase mailing efficiency and improve 
mail service. The main purpose of PCC i s  to strengthen the working relationship 
between the US Postal Service and its customers. Currently, there are over 300 
councils with over 300,000 active members across the nation. 

Through regular meetings, educational seminars, special events and 
clinics, PCC members stay on top of the latest postal developments and work 
closely with local post offices to make mail service more efficient. The US Postal 
Service stands behind the PCC program, an important avenue for improving 
service and understanding mailers’ needs. 

The Postal Service supplies speakers and resources for PCC member 
programs. Each PCC has an industry co-chair and a postal co-chair, with a 
governing board. The meetings are scheduled under board direction, with 
special meetings to meet the local area needs. Both mailers and local vendors 
can maintain membership. Local postmasters are usually in attendance at the 
regular meetings. 

There are no fees to join the PCC. Many of the meetings include a 
luncheon and there are fees for these meetings to cover the costs. Special events 
such as an all-day training seminar may have their own fees. 

held semi-annually in various US locations. 

following address: 

PCC members often receive special discounts at the National Postal Forum, 

To join your local PCC, fill out the form on the next page and mail it to the 

Manasota Postal Customer Council (Manatee & Sarasota Counties) 
PO Box 48454, Sarasota, FL 34230-5454 

Tampa Postal Customer Council (Hillsborough County) 

PO Box 23262, Tampa FL 33623-3262 

Pinellas Postal Customer Council (Pinellas County) 

PO Box 10732, St Petersburg FL 33733-0732 

O r  fax the form to Access Mail  at 727-531-5353 and we wiII.direct it to the 
correct council for your address. 

Reu. lllZW6 &$CESS MAIL 
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Postal Customer Council 0 
To join your local PCC, fill out this form and mail it to the tollowing address: 

Manasota Postal Customer Council (Manatee & Sarasota Counties) 

PO Box 48454, Sarasota, FL 34230-5454 

Tampa Postal Customer Council (Hillsborough County) 

PO Box 23262, Tampa FL 33623-3262 

Pinellas Postal Customer Council (Pinellas County) 
PO Box 107'32, St Petersburg FL 33733-0732 

Or fax this form to Access Mail  at 727-531-5353 and we will direct it to the 
correct council for your address. 

0 Name 

Company 

Address 

City / State f ZIP 

Business Phone -( ) Ext. 

Fax-( 1 

Email @ 

Rev. 1 l I2M6 ACCESS MAIL 
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CHAIRMAN OMAS: This brings us now to oral 

cross-examination. 

There have been two requests for oral cross- 

examination. Mr. Anderson, would you like to begin? 

MR. ANDERSON: Thank you, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. ANDERSON: 

Q Good morning, Ms. Bell. 

A Good morning. 

Q As you know, I'm Darryl Anderson. I 

represent the American Postal Workers Union. Thank 

you very much for being here today. I only have a 

very few questions for you, and I know you've come a 

long way so we appreciate it. 

A Thank you. 

Q As I understand it, your company services a 

geographical area in or around Tampa. Is that 

correct? 

A Correct. We serve a four county area around 

Tampa. 

Q How many miles would that include? 

A Well, our trucks travel 1,600 miles a day. 

Q Do you know what the radius would be? 

A I think it's about a 55 mile radius. 

Q Okay. As to the type of mail that they 

Heritage Reporting Corporation 
(202 )  628-4888 
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collect, I understand you have a minimum number of 

letters per day of 200 .  Is that right? 

A Yes, 200 is our minimum, generally speaking. 

Q And the mail that you collect, is it 

collected in trays, Postal trays? 

A We pick it up in all kinds of containers, 

whatever the customer gives us. We do provide trays 

for our customers on their request. 

Q Do you ask them to use the trays that you 

provide? 

A We do. 

Q And if they're willing to accept the trays 

you provide them? Is that it? 

A Yes. 

Q I'm inferring that most of the mail you pick 

up is already in trays. Is that right? 

A Correct. We've instructed our customers to 

put it in trays. 

Q 

A Correct. 

Q I see. I also have the impression that 

given the size of the mailings, more than 200 letters 

a day, that this has got to be almost all business 

mail as opposed to individuals? 

So you actually instruct them to do that? 

A It all has to be metered mail, so it's 

Heritage Reporting Corporation 
( 2 0 2 )  628-4888 
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business mail. 

Q I see. By the way, on the issue of meters, 

your testimony includes a statement that most people 

who mail fewer pieces than that don't have meters, 

don't use postage meters, but I ' m  wondering whether 

you really have a basis for knowing that. 

A Generally speaking, it's not economically 

feasible to have a meter if you have a very small 

volume of mail. I'm sure a lot of companies do for 

the convenience. 

Q So you don't know what proportion of smaller 

mailers have? 

Right. 

You're just inferring from the cost? 

Correct. 

Thank you. You also questioned whether 

!Id be available for these customers other 

than the ones that you provide. 

I wonder whether you'd agree with me that if 

somebody is mailing say 500 or 1,000 pieces of mail 

every day it's highly likely that they'll be receiving 

a substantial volume of mail as well, if that's fair 

to call substantial? 

A From my experience that's not universally 

true. 

Heritage Reporting Corporation 
(202) 628-4888 
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Q Okay. 

A I have customers that have more outgoing 

mail than incoming mail. 

Q But if a company does receive say 500 pieces 

of incoming mail it's very likely it will arrive in a 

Postal tray. Isn't that true? 

A 

Q 

Or they may pick it up at the post office. 

But it would be in a tray when they pick it 

up, I assume? 

A Yes. 

Q So they have access to trays by incoming 

mail or by picking up mail at the post office? 

A If they receive a large volume, I'm sure 

they do. 

Q Right. A tray of mail is about 300 letters? 

A We use 450 as an average. 

Q With regard to the issue of envelopes and 

acceptability of the size and shape of envelopes, 

given that most of your customers are business mailers 

I would conclude or assume that they're going to use 

mostly standard business size envelopes. Is that 

correct? 

A That's not been true in my experience. 

Q Do you shop at Staples? 

A I shop at Staples, yes. 

Heritage Reporting Corporation 
(202)  628-4888 
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Q When I go to Staples, all I find are 

standard envelopes. 

A But there are a lot of other ways to mail. 

Self-mailers are used quite frequently, and that 

doesn’ t require an envelope. 

Q You also had some experience. Were you a 

letter carrier? Is that where you used to pick up 

mail? 

A All through college I worked for the Postal 

Service as an 89-day appointment continuously. 

Q They call them casuals? 

A We were called 89-day. 

Q Temporary employees anyway? 

A Yes. I did that for about four and a half 

years. 

Q That’s a type of scholarship, I guess. I 

worked in the factories in Michigan, so I know how 

that feels. Anyway, where was I? 

MR. LEVY: Reminiscing. 

MR. ANDERSON: Thank you. 

BY MR. ANDERSON: 

Q You talked about you had access to 

collection mail, and you were arguing in your 

testimony that collection mail looks a lot like the 

stuff you process, but one thing that must distinguish 

Heritage Reporting Corporation 
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it is it has mostly stamps. Isn’t that a fair 

statement? 

A The collection mail, back when I used to 

pick it up, didn’t all have stamps, and I do know that 

a number of mailers mail in blue collection boxes with 

metered mail. 

Q I’m sure that’s absolutely correct on both 

statements. I appreciate your candor. 

I infer that when you were getting mail out 

of collection boxes that presorting had not really 

taken hold in the way it has now? 

A Correct. 

Q So that a lot of metered mail, business 

mail, was being dumped in there that now may be 

presorted? 

A It may be. 

Q You also testified about handwritten mail, 

processing handwritten mail, and I know that you do 

process some handwritten mail. 

A Yes, I do. 

Q But I think you would confirm for me that 

for most businesses mailing more than 200 pieces a day 

an awfully small percentage of that is going to be 

handwritten. Isn’t that correct? 

A 1 have customers who have half their mail 

Heritage Reporting Corporation 
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handwritten. There are various business reasons they 

do handwritten mail. 

I also do work for hospitals, and every 

department, every doctor in there, will mail their own 

10 pieces of mail to their patients. That's a very 

large source of handwritten mail. 

Q My goodness. That speaks well of the 

optical character readers, doesn't it? 

A They're amazing. 

Q Considering doctors' reputations. Although 

you have some customers that mail more than 200 pieces 

a day, much of which is handwritten, I assume that 

that's the small minority of your customers? 

A It's the minority, and we actually work very 

hard to change their outlook on it. 

Q We appreciate that. 

A So do we. 

Q You commented too in your testimony that 

most of your customers don't know what Move Update is, 

and you say absent a discount the mailers would have 

no reason to comply with Move Update requirements. 

This is really beyond the scope of your 

testimony, but are you aware that the cost of Move 

Update is included in the discounts that are 

calculated for presort mail? I withdraw the question. 

Heritage Reporting corporation 
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I don't want to argue with you, but I'm 

going to on one point. You said that mailers wouldn't 

have any reason to be concerned if some of their 

envelopes are stuck together or are unsealed prior to 

processing. That's on page 4 of your testimony if you 

want to look at it, lines 20 and 21. You say, "Nor 

would mailers have any reason to be concerned if some 

of their envelopes are stuck together or are unsealed 

prior to processing." 

I don't want to argue with you, but I really 

disagree with that. I mean, wouldn't most mailers - -  

I mean, I would - -  be concerned if their envelopes 

were unsealed or stuck together? 

A I think the situation is you're working with 

people in a mailroom or someone who's going and 

metering a few pieces of mail. They may stick them in 

a box, whatever, and not check to make sure they're 

sealed or that they stick together. 

I've received mail myself at my office that 

will have another piece of mail still stuck to it from 

someone who's sending me a bill. 

Q And when you put that through your OCR then 

it stops it? 

A We actually have to take that apart by hand. 

Q Right. 

Heritage Reporting Corporation 
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A The OCR doesn't do that. 

Q Right. I understand. That's what I'm 

It wouldn't go suggesting you would have to do. 

through the OCR. 

A Right. Correct. 

Q I looked at the attachment to your testimony 

for which we thank you, because that's got a lot of 

useful information there, but I couldn't tell from it 

how your services are priced, how you get your income. 

I can just ask you to clarify that for me if 

you would, or I can ask you more specific questions if 

you're more comfortable with that. 

A I can go ahead and tell you. 

Q Why don't you clarify that for us? 

A Yes. The majority of our customers are what 

are called VAR, the value added refund. I actually 

receive their mail metered at 37.1 cents. Then I 

process the mail. I clean it up. I do whatever I can 

do to it. 

Anything that I can't do I need to meter up 

to full rate. I receive no payment from my customers 

for that mail. 

Q Is that the majority of your customers? 

A That's the majority of my customers. I have 

another smaller group of customers that are larger 

Heritage Reporting Corporation 
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mailers, and they are charged postage rates depending 

on where their mail mails, whether it's national or 

within Florida, and then I charge them a per piece 

fee. The majority of my income is received as refunds 

of postage. 

Q I'm sorry. I didn't hear. You said is this 

the smaller or the larger mailers that you charge? 

A The larger mailers we charge per piece 

because they have a larger daily volume. 

Q 

charge them? 

A 

And can you tell me approximately what you 

The price ranges widely depending a lot of 

it is where they mail, whether they mail nationally or 

locally. 

Q I'm sorry. I'm sorry for interrupting you, 

but I want to make it clear. So they're affixing 39 

cents? 

A NO. NO. 

Q What are they doing? 

A 

cents on it. 

I ' m  not allowed to process mail with 39 

Q Okay. 

A They'll do a postage rate of 32.6 or 30.8. 

Q And what would those reflect? 

A If a customer of mine mails predominantly 

Heritage Reporting Corporation 
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within the State of Florida, they'll meter their mail 

at 30.8 cents. If a customer is mailing predominantly 

outside of the State of Florida, they'll meter at 

32.6. 

Q Okay. What rates do you have to pay or what 

additional discounts will you receive? 

A 1 process my mail. 1 process some mail to 

five digit. 

AADC mixed presort or full rate. 

The remaining mail goes to three digit 

Q Could you translate those to pennies for me? 

If you can't it's okay. 

A I was going to say, because I don't work 

with the five digit rate directly or the AADC. 

Q It's in the record. 

A Okay. 

Q Thank you, Ms. Bell. Okay. I think I've 

got it. 

So they meter their mail like this at the 

rates you've just described, and then how much would 

you charge them for the work that you do? 

A My fee ranges from two cents to 2.5 cents. 

Some of it has to do with the geographical area. If 

I'm driving further to get the mail they have a higher 

fee. 

Q Right. Okay, I would assume that these 

Heritage Reporting Corporation 
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larger mailers that use this pricing system, that 

those mailers are predominantly mailers who have full 

trays of mail? 

A They have to have a minimum of 1,000 pieces 

of mail a day every day, not on an average. 

Q A minimum of two and a half trays 

approximately? 

A Correct. 

Q And that mail would show up in the trays a 

faced and ready to go? 

A It depends on the customer. Generally 

speaking, that's what we try to train them to do. 

We'll often get it - -  there's a real bad habit of 

flipping it a handful one way, a handful another way. 

Q But you tell them your standard is faced? 

A Faced. 

Q And that's true of the smaller mailers too, 

isn't it? You tell them you want them in the trays 

faced? 

A Yes, we ask for it. You often have 

inexperienced people in the mailroom. 

Q But if they're doing it wrong you train 

them, right? 

A We do our best. 

Q Okay. I think I just have one more question 

Heritage Reporting Corporation 
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for you, Ms. Bell. Again, although it's covered by 

your testimony I'm not sure this is really your 

bailiwick. 

On page 10 on lines 4 to I there's a 

sentence, and I'll just read it out loud if it's all 

right. It says, "Hence, limiting presort rate 

discounts to the cost savings available from 

converting mail as clean as hypothetical BMM benchmark 

mail would cause the average piece of presort first 

class mail to pay a far larger contribution to 

overhead cost than the average piece of single piece 

mail. '' 

Now, to put it more concisely, what the APWU 

is advocating in this case would cause large business 

mailers using presort to make a much bigger 

contribution to overhead per piece than individual 

mailers, individual piece mailers. We're talking the 

same terms here? 

A I ' m  not sure. Could you say it again? 

Q Yes. Using a bulk metered mail benchmark 

and then calculating costs avoided for the presort 

activities, that system, which has been used in the 

past in these cases, results in presorted mail making 

a larger per piece contribution to overhead than 

single piece mail, individual valentines or small 

Heritage Reporting Corporation 
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businesses mailing only a few pieces a day. 

A Yes. 

Q You're following me? Now, our position is 

that that's not only appropriate, but necessary. DO 

you disagree with our view that that's both 

appropriate and necessary? 

A I'm not sure. 

MR. ANDERSON: This is really for the 

lawyers to argue, so I withdraw the question. 

Thank you very much, MS. Bell. That's all I 

have for you. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

Mr. Costich? 

MR. COSTICH: Thank you, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. COSTICH: 

Q Good morning. 

A Good morning. 

Q I ' d  like to ask you a few questions about - -  
CHAIRMAN OMAS: Mr. Costich, would you 

introduce yourself for the record, please? 

MR. COSTICH: Rand Costich representing the 

OCA. 

CHAIRMAN OMAS: Thank you. 

/ /  

Heritage Reporting Corporation 
(202) 628-4888 



9 

10 

11 

12 

0 14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

0 

12999 

BY MR. COSTICH: 

Q I'd like to ask you a few questions about 

the attachment to your testimony. 

A Okay. 

Q One of the pages is entitled Acceptable 

Envelope Sizes For Discounts. Does that ring a bell? 

MR. LEVY: For the record, that's the sixth 

page of the attachment. 

THE WITNESS: Yes. 

BY MR. COSTICH: 

Q Do you attempt to educate your customers to 

use these sizes of envelopes? 

A I spend a lot of time educating my customers 

to use these sizes of envelopes, preferably a No. 10. 

Q Let's see. About three or four pages later 

is a page entitled Type Styles. 

A Correct. 

Q Do you attempt to educate your customers to 

use the good type styles and avoid the bad? 

A Yes, I do. 

Q The next page after that is entitled Barcode 

Clear Zone. I take it you educate your customers to 

leave that space available for you? 

A Very definitely. 

Q In your testimony you said that you hadn't 

Heritage Reporting Corporation 
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seen any bulk metered mail. Is that correct? 

A Coming in as a new customer, correct. 

Q By the time you've educated your customers 

aren't they presenting you with bulk metered mail? 

A Hopefully by the time I get done with them, 

yes, they are. 

MR. COSTICH: Thank you. I have no further 

questions, Mr. Chairman. 

CHAIRMAN OMAS: Thank you, Mr. Costich. 

Is there anyone else you wishes to cross- 

examine Witness Bell? 

(No response. ) 

CHAIRMAN OMAS: There being none, are there 

any questions from the bench? 

(No response. ) 

CHAIRMAN OMAS? Mr. Levy, would you like 

some time with your witness? 

MR. LEVY: Yes, just a few minutes please. 

CHAIRMAN OMAS: Okay. Thank you. 

(Whereupon, a short recess was taken.) 

CHAIRMAN OMAS: Mr. Levy? 

MR. LEVY: Thank you, Mr. Chairman. I do 

have a few questions. 

/ /  

/ /  
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REDIRECT EXAMINATION 

BY MR. LEVY: 

Q Ms. Bell, I want to follow up on a question, 

I think Mr. Costich's last question about bulk metered 

mail. 

Based on your experience in the industry, 

what would happen if a mailer tendered large volumes 

of bulk metered mail directly to the Postal Service? 

A Well, they'd have to figure out first of a 

where to take it because it doesn't go to the bulk 

mail entry unit, so it would need to go probably to 

1 

the dock, which with all the gates and everything you 

have to have an appointment to get in. Otherwise you 

take it up to the front counter. 

Q In your professional opinion, have you seen 

mail inside the Postal Service that looks like bulk 

metered mail? 

A I've seen processed mail like coming from 

presorts. I've never seen large volumes of anything 

other than going on the facer cancelers from the 

collection boxes. 

Q In your professional opinion, what is the 

most likely source of mail that looks like bulk 

metered mail inside the Postal Service? 

A I would say presort service bureaus. 
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Q Mr. Anderson asked you a question about the 

availability of supplying of trays to mailers by the 

Postal Service from the mail that is delivered to 

those large customers. 

those lines? 

Do you recall a question along 

A Yes. 

Q There was a colloquy or discussion about 

whether the incoming volumes to the mailer would match 

the volumes that they send out. Do you recall that? 

A Yes. 

Q What is the directionality of the mail that 

you have for your two largest customers? 

A My two largest customers, one of them is a 

VA center which sets appointments, and that's outgoing 

mail. They're setting appointments up to three months 

in advance. The other large customer is a mail 

processing center for a company, but the payment 

center is elsewhere. 

If they were getting the trays in that they 

needed, I would never have to deliver trays to my 

customers, and I deliver trays daily to some of my 

customers. I deliver a supply weekly to every 

customer. 

MR. LEVY: Thank you. That's all that I 

have. 
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CHAIRMAN OMAS: Thank you, Mr. Levy. 

Ms. Bell, that completes your appearance 

here today. We appreciate your contribution to our 

record and your testimony, and you are now excused. 

Thank you. 

THE WITNESS: Thank you. 

(Witness excused.) 

CHAIRMAN OMAS: Mr. Koetting, would you 

please identify your next witness? 

He has already been sworn in. 

MR. KOETTING: Thank you, Mr. Chairman. The 

Postal Service calls to the witness stand Thomas 

Thress . 
Whereupon, 

THOMAS E. THRESS 

having been previously duly sworn, was 

recalled as a witness herein and was examined and 

testified further as follows: 

CHAIRMAN OMAS: Mr. Koetting, you may begin, 

please. 

MR. KOETTING: Thank you. 

(The document referred to was 

marked for identification as 

Exhibit No. USPS-RT-2.) 

/ /  
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DIRECT EXAMINATION 

BY M R .  KOETTING: 

Q Mr. Thress, would you please state your full 

name and title for the record? 

A Thomas E. Thress, vice president at RCF 

Economic and Financial Consulting. 

CHAIRMAN OMAS: Mr. Thress, is your mic on? 

THE WITNESS: The green light is on. 

CHAIRMAN OMAS: Okay. 

THE WITNESS: I’ll pull it closer. IS that 

better? 

CHAIF?.MAN OMAS: Better. I’d pull it up a 

little bit and a little bit closer. 

THE WITNESS: Is that better? 

CHAIRMAN OMAS: A little closer. 

THE WITNESS: A little closer? 

CHAIRMAN OMAS: Don‘t be afraid of it. It 

won’t bite you. 

THE WITNESS: I have too much paper here. 

Sorry. 

CHAIRMAN OMAS: Okay. Thank you. 

BY MR. KOETTING: 

Q Mr. Thress, I have handed you two copies of 

a document entitled Rebuttal Testimony of Thomas E. 

Thress on Behalf of the United States Postal Service, 

Heritage Reporting Corporation 
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which is labeled as USPS-RT-2. 

Are you familiar with that document? 

A Yes. 

Q Was it prepared by you or under your 

supervision? 

A Yes. 

Q Do you have any changes or corrections to 

make to that document? 

A No. 

Q If you were to testify orally today, would 

that be your testimony? 

A Yes. 

Q The table of contents lists a library 

reference, USPS-LR-L-191, correct? 

A Yes. 

Q Is that a Category I1 library reference 

containing materials relating to your rebuttal 

testimony? 

A Yes. 

Q And is it your intention to sponsor that 

library reference as well? 

A Yes. 

MR. KOETTING: Mr. Chairman, the Postal 

Service moves that the rebuttal testimony of Thomas E. 

Thress on behalf of the United States Postal Service, 
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USPS-RT-2, and the accompanying Category I1 library 

reference, USPS-LR-L-191, be accepted into evidence. 

CHAIRMAN OMAS: Is there any objection? 

(No response. ) 

CHAIRMAN OMAS: Hearing none, I will direct 

counsel to provide the reporter with two copies of the 

corrected testimony of Thomas E. Thress. 

That testimony is received into evidence and 

is to be transcribed into the record. 

(The document referred to, 

previously identified as 

Exhibit No. USPS-RT-2, was 

received in evidence.) 

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  
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PURPOSE AND SCOPE OF TESTIMONY 

The purpose of this testimony is to rebut the testimony of Dr. James A. Clifton on 

behalf of the Greeting Card Association (GCA-T-1) and to address the concerns raised 

by Professor H a y  Kelejian in GCA-T-5. 

The stated purpose of Dr. Cliffon’s testimony was “to develop and introduce better 

and more accurate estimates of the own price elasticity of demand for First Class single 

piece letters than those provided by USPS witness Thomas Thress in this case in 

USPS-T7.” Dr. Cliffon went on to say, “In the face of the growth of competing electronic 

substitutes for First Class single piece letters since the last litigated rate case in 

R2000-1, I believe Mr. Thress’ approach to modeling those competing substitutes is 

fundamentally flawed and produces seriously downward biased estimates of the own 

price elasticity of First Class single piece letters. This leads to flaws in rate proposals 

and the revenue requirement, and flaws in the assignment of institutional cost 

coverages based on faulty demand elasticities and other perceptions of market 

conditions.” 

My testimony here will show that Dr. Clifton’s estimate of the own-price elasticity for 

First-class single-piece letters is fatally flawed and, as such, is significantly less reliable 

than the estimated own-price elasticity presented in my direct testimony. I will also 

show that Dr. Clifton’s criticisms of my “approach to modeling ... competing substitutes” 

are without merit and suggest confusion regarding both economic as well as 

econometric principles on the part of Dr. Clifton. 

My testimony is divided into three main sections. Section I discusses the problems 

with the economic analysis of Dr. Clifton, particularly as it relates to the bill payment 

delivery market in the United States. Section II shows that Dr. Clifton’s econometric 

analysis of the payments market is wholly inadequate for ratemaking purposes and 

does not support his conclusions. Finally, section 1 1 1  shows conclusively that the own- 

price elasticity of First-class single-piece letters estimated by Dr. Clifton is wrong while 
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the own-price elasticity of First-class single-piece letters presented in my testimony is 

very likely to be correct. A brief conclusion is presented as section IV of my testimony. 

In association with this testimony, I will be sponsoring library reference, USPS-LR-L- 

191. This library reference documents all of the econometric results presented here as 

well as the data and programs necessary to replicate these results. 

1. Dr. Clifton’s Economic Analysis of the Payments Market and the Postal 
Service’s Position Within It Are Flawed 

Dr. Clifton devotes a great deal of his testimony to an analysis of the United States 

payments market and the Postal Service’s competitive position within this market. 

Unfortunately, his analysis begins with a poor definition of the market in which the 

Postal Service competes and compounds that error with a lack of understanding of 

several key aspects of economic theory. 

A. Dr. Clifton Incorrectly Defines the Market in which the Postal Service 
Competes for the Delivery of Bill Payments 

The bulk of the economic analysis in Dr. Clifton’s testimony focuses on what he 

refers to as the ”U. S. payments market.” (e.g., GCA-T-1, p. 12, I. 6) Dr. Clifton asserts 

that the Postal Service’s position within this market has deteriorated to the point that 

“correctly measured, the USPS market share in the U.S. payments market is well under 

50%” and, because of this, ”the Postal Service has little remaining market power - or 

none at all - in the U.S. payments system.” (GCA-T-1, p. 14, II. 3-4, p. 16, II. 3 - 5) 

Dr. Clifton’s conclusion here is based upon a fundamental misunderstanding of the 

precise market in which the Postal Service competes to deliver bill-payments. When 

asked for a definition of the “payments market” in USPS/GCA-TI-2, Dr. Clifton 

responded that “the definition of the US. payments market I adopt is based on that of 

the 2004 Federal Reserve Bank of Atlanta study.” The 2004 Federal Reserve 

Payments Study looked at “the number of non-cash payments in the United States” 

(“The 2004 Federal Reserve Payments Study,” page 3). 
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The term "mail" does not appear at all in the "2004 Federal Reserve Payments 

Study" nor does the word "postage." The word "Postal" appears three times, in all three 

cases in the context of "Postal money orders." It would appear that the Federal 

Reserve does not consider First-class Mail to be a part of the U.S. payments market as 

they define it. 

In economics, a "market" can be defined as follows: "A market consists of all firms 

and individuals who are willing and able to buy or sell a particular product." (James L. 

Pappas and Mark Hirschey, Manaqerial Economics, 5'h edition, 1987) By this definition, 

it should be clear that the Postal Service is not a seller within the U.S. payments 

market.' 

The Postal Service is not a provider of payments; the Postal Service delivers 

payments. This may seem like a semantic distinction, but, in fact, it is a key point. The 

Postal Service does not compete in the payments market; the Postal Service competes 

in the market for the delivery of bill payments. 

At a theoretical level, Dr. Clifton's equating of "payments made by checks" to 

"payments made by mail", at page 14 of his testimony (lines 16 - 17) and elsewhere 

represents a fundamental failure to understand the precise market in which the Postal 

Service operates. From the perspective of the Postal Service, the payment method 

itself does not matter. I can handdeliver a check to my landlord to pay my monthly 

rent. I can write down a credit-card number on a bill and mail it to my doctor to pay my 

medical bill. In the former case, a check has been written, but no mail has been sent. 

In the latter case, a credit card transaction has occurred, and a piece of mail has also 

been sent. 

During oral cross-examination, Dr. Clifton dismissed such examples as "logic 

chopping." (Tr. 29/10010, I. 16) What Dr. Clifton fails to understand, however, is that 

One perhaps could argue that Postal money orders are a means of payment, so that the Postal Service 1 

is a seller within the payments market through its sales of money orders. Obviously, however, this has 
nothing at all to do with the substance of Dr. Clifton's testimony in this case. 
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the decision of how to pay a bill has two facets. The first is what payment instrument to 

use - check, credit card, debit card, cash. Note that, beyond Postal money orders, the 

Postal Service has no role in this portion of the payments market. The second decision 

made by a bill-payer is how to deliver that payment - in-person, over the Internet, via 

the mail. It is this latter market, the payment delivery market, in which the Postal 

Service competes. 

Why does this distinction matter? Well, it matters, in part, because, as Dr. Clifton 

himself notes “payments with debit cards are not only a large element of payments, but 

the fastest growing means of payments.” (GCA-T-1, page 13, II. 10 - 11) But, as Dr. 

Clifton also notes, “if payments are made by households at the point of transaction, as 

with debit cards and purchases over the Internet, no bill is ever sent to the household to 

be paid by it.” (GCA-T-I, page 13, II. 3 - 5) But if a purchase is made at the point of 

transaction, then, not only is no bill sent, but no bill payment need be delivered. Point- 

of-sale transactions’ are simply not a part of the properly defined payment delivery 

market in which the Postal Service competes. Moreover, point-of-sale transactions 

have never been a part of the payment delivery market in which the Postal Service 

competes. Point-of-sale debit card transactions are not substituting for bill-payments by 

mail; they are substituting for cash, check, and credit card payments, primarily at points 

of sale. 

The correct way to look at the payments delivery market in which the Postal Service 

competes is to focus only on those payments which are not paid at the point of sale, but 

instead need to be delivered. In other words, the correct way to look at the payments 

delivery market in which the Postal Service competes is exactly the way that the 

~~~ ~ 

By “point-of-sale” transactions, I mean those transactions in which, from the perspective of the 2 

consumer, payment is made at the time of purchase. That is, I include creditcard transactions, even 
though technically the ‘payment“ is subsequently delivered (electronically) to the merchant from the 
creditcard company. Payments made in person for services previously rendered, however, (e.9.. paying 
a department store credit card bill at the department store), would properly be included in the bill-payment 
delivery market in which the Postal Service competes, as the mail would represent an alternate delivery 
vehicle for such payments. 
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Household Diary Study looks at it. And here, as Dr. Clifton reports on in his Table 1 on 

page 12 of his testimony, the Postal Service’s share of bill payment deliveries, correctly 

measured in this way, was 66.7 percent in 2005, a decline of 8.7 percentage points from 

its 2002 market share of 75.4 percent. 

Dr. Clifton, during oral cross-examination repeatedly referred to the Household Diary 

Study as showing “what the relative market position of the Postal Service is in the U.S. 

payments market.” vr. 29/10002, II. 14 - 15) But neither the Household Diary Study 

nor Dr. Clifton’s Table 1 actually purport to measure the “U.S. payments market.” Dr. 

Clifton is simply misinterpreting his own table. Table 1 of Dr. Clifton’s testimony clearly 

shows that the Postal Service has a 2005 market share of 66.7% within the market for 

“Bills Paid per Month.” 

As Table 1 of Dr. Clifton’s testimony shows, the average household paid 11.5 “bills” 

per month in 2003. This works out to 138 “bill payments” per household per year. The 

U.S. Census Bureau estimates that there were 11 1 million households in 2003. Hence, 

Table 1 of Dr. Clifton’s testimony suggests that there were roughly 15.3 billion “bill 

payments” made by households in 2003. 

Table 2 of Dr. Clifton’s testimony, on the other hand, shows that there were 81 .I 

billion total payments within the U.S. non-cash payments market and, in fact, 36.7 billion 

checks paid within the United States. The total number of checks, which Dr. Clifton 

characterized as “an excellent proxy for payments made by mail”, was, in fact, more 

than twice as large as the approximate total number of bills paid by households, and 

more than three times as large as the number of bills paid by households by mail. 

These two tables are simply not measuring the same thing. 

Dr. Clifton rejects the results from his Table 1 on the basis of what he terms “a 

fundamental - really, an incredulous flaw,” namely, that Table 1 ’does not include debit 

card transactions.” (Tr. 29/10001, II. 23 - 25). He explains the seriousness of this error 

by observing that “debit cards are almost as large as credit cards as a form of payment, 
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16 versus 19 billion.” (Tr. 29/10002, II. 1 - 3) But Table 1 does not show 19 billion credit 

card payments. It shows 0.2 credit card bill payments per household per month in 

2003. Doing the math, that works out to about 266 million credit card bill payments by 

households in 2003. In other words, based on Dr. Clifton’s Table 1, it appears that, in 

2003, 98.6 percent of all credit card payments did 

household. There is simply no reason to believe that the same is not equally true of 

debit card transactions. 

represent bill payments by 

Moreover, it is not at all clear that the data in Dr. Clifton’s Table 1 exclude debit card 

transactions. The Household Diary Study data presented in Table 1 of Dr. Clifton’s 

testimony come from answers to the Recruitment Questionnaire asked of potential Diary 

Study participants. The 2005 version of this questionnaire is presented as Appendix C1 

of the 2005 Household Diary Study. 

The data presented in Dr. Clifton’s Table 1 are compiled from three questions in the 

Recruitment Questionnaire, questions 29, 30, and 31. More specifically, the two figures 

in Table 1 which are used to calculate the Postal Service’s 2005 market share of 66.7 

percent, 8.0 bills paid by mail per month and 12.0 total bills paid per month, are answers 

to questions 31(a) and 29, respectively. 

In Recruitment Question 29, respondents are asked “About how many total bills 

does your household pay, bv anv method, in an average month?” (emphasis added) 

The answer to this question, which was an average of 12.0 bills per household per 

month in 2005, is considered the total market from which the Postal Service’s market 

share is calculated. But this question does exclude debit-card payments. On the 

contrary, this question explicitly instructs respondents to include 

answer, regardless of the method of payment. 

bills paid in their 

Given this, it seems clear to me that the best estimate of the Postal Service’s market 

share within the household bill-payment delivery market was 66.7 percent in 2005 as 

shown in Table 1 on page 12 of Dr. Clifton’s testimony. Of course, as noted earlier, it 
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remains the case that the Postal Service’s market share, even correctly defined, has 

declined in recent years. 

Delivery Market 
B. Dr. Clifton Misunderstands the Market Price Elasticity for the Payment 

In his testimony, at page 27, Dr. Clifton observes that “[iln general one expects that 

the own-price elasticity of a demand curve for a market is less elastic than the own-price 

elasticity faced by an individual competitor.” This is, of course, a widely accepted tenet 

of economic theory. He goes on, then, to say that, with respect to “markets within which 

postal products compete with electronic alternatives,” the “reverse appears to be the 

case here.” It appears that Dr. Cliflon may not understand what this widely accepted 

tenet of economic theory actually means. 

Let me explain this tenet by means of an example. The own-price elasticity for food 

is likely to be fairly low. Food is a necessity for human life and (depending on one’s 

definition of “food) there are no particularly good substitutes for food. Meat, on the 

other hand, would likely have a somewhat higher own-price elasticity than food, 

because there are closer substitutes to meat (vegetables, tofu, beans, etc.) than for 

food. Narrowing the market still further, chicken would likely be more price-elastic than 

meat as, again, there are closer substitutes for chicken (turkey, beef, pork) than for 

meat. Finally, the demand for Perdue Chicken is likely to be more highly priceelastic 

still as there are nearly perfect substitutes for Perdue Chicken (e.g., Tyson Chicken). In 

each of these cases, we expect the own-price elasticity of “an individual competitor“ - 
e.g., Perdue Chicken -to be more priceelastic than the market in which it competes - 
e.g., the “chicken” market, which, in turn, is more price-elastic than the “meat“ market, 

which, in turn, is more price-elastic than the “food“ market. 

1. Dr. Clifton Does Not Correctly Define the Price of a Payment Delivery 

Nowhere in his testimony, or in answer to any question, written or oral, does Dr. 

Clifton present, or even purport to present, a measure of the average price within the 
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payments market (much less within the more correct bill payment delivery market). 

Instead, he presents "descriptive statistics" which purport to estimate price elasticities 

for specific types of payments - credit cards, debit cards, mail, etc. -with respect to the 

prices of First-class single-piece letters and a proxy for the price of electronic 

substitutes for the mail. 

The closest thing to a measure of total payment deliveries in Table 3 is what Dr. 

Clifton incorrectly identifies as "Bill Payments per Household per Week." These data 

are from the Household Diary Study, and the data which Dr. Clifton reports are actually 

a measure of bills, invoices, and premiums received per household per week. The price 

elasticities presented by Dr. Clifton associated with these data, as presented in his 

responses to USPSIGCA-TI49 and USPS/GCA-T1-51, range from -1.71 to +2.09. In 

fact, the only "elasticity" shown for total bills by Dr. Clifton which has a correct sign and 

a value in excess of -1 .O (in absolute value) is with respect to the price of First-class 

single-piece letters from 2002 to 2003. Yet, over the longer time period from 2000 to 

2003, the "elasticity" with respect to First-class single-piece letters is +2.09. There is 

simply no data presented in Dr. Clifton's testimony, either in Table 3 or elsewhere, 

which supports the idea that bill payments have a market price elasticity "well above - 
1 .O." 

2. Dr. Clifton Himself Presents a Compelling Argument that the Market 
Price Elasticity for Payment Deliveries is Likely to Be Very Close to 
Zero 

Is it really likely that the price elasticity for bill payments could be well above -1 .0?3 

Of course not. In fact, it is clear from the record in this case that Dr. Clifton himself does 

not believe this. 

Own-price elasticities are negative numbers. Typically, when talking about own-price elasticities, the 
terms "greater" and "increase" (and their opposites) are used with respect to the absolute value of these 
elasticities. So, for example, an own-price elasticity of -1 .O is considered 'greater" than an own-price 
elasticity of -0.5 and an own-price elasticity that changes from -0.5 to -0.7 is considered to be 
'increasing." 

3 
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Dr. Clifton himself explains precisely why it is illogical to think that the price elasticity 

for bill payments could be well above -1 .O in his response to USPSIGCA-TI-54: ‘People 

have to pay most recurrent bills at the same volume even if they are cutting back on 

their overall level of expenditure.” Dr. Clifton’s answer in this case was an explanation 

of why he believed total bill payments were unlikely to be a function of macro-economic 

conditions. But, as Dr. Clifton acknowledged during oral cross-examination, the same 

logic applies to bill payments in response to a change in the general price of bill 

payments. People have to pay their bills, regardless of the cost of doing so. 

”Q: Doesn’t your response [to USPS/GCA-T1-54(c)] suggest that if the price of 
paying bills went up across the board, that is the market price of bill payment 
went up, by the logic that you are suggesting in your response to 54(c), that 
people would still have to pay their bills and, therefore, total bill payments would 
stay the same or approximately the same; correct? 

A: The volume? 

Q: Yes, the volume. 

A: I believe that‘s what I said there.” (Tr. 29/10032, II. 15 - 25) 

Based on Dr. Clifton’s own statements in this case, then, it seems highly likely to me 

that the market price elasticity for the overall market for payment deliveries is, in fact, 

very close to zero. If this is the case, and Dr. Clifton has certainly presented no 

evidence to contradict this, then it is, of course, entirely consistent with basic economic 

theory to think that the elasticity for payments by mail with respect to the price of First- 

Class single-piece letters could be as low as -0.184 as estimated by me for First-class 

single-piece letters overall in this case. 

3. The Elasticity of First-class Single-Piece Letters with Respect to the 
Price of First-class Single-Piece Letters is Not Equal to the Own- 
Price Elasticity for Bill Payment Deliveries by Mail 

Even if the true market price elasticity for bill payment delivery were greater than 

-0.184 -and Dr. Clifton has certainly shown no evidence that would support such a 

conclusion -this would still not suggest that an elasticity for First-class single-piece 
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letters volume with respect to the price of First-class single-piece letters of -0.184 was 

inconsistent with basic economic theory. The reason for this is that the price of bill 

payment deliveries by mail is not simply the price of First-class postage, but includes all 

costs associated with paying a bill by mail. 

The own-price elasticity for bill payment deliveries by mail would measure the 

percentage change in the volume of bill payment deliveries by mail attributable to a one 

percent change in the price of bill payment deliveries by mail. If the price of First-class 

single-piece letters increases by one percent, this would only increase the price of bill 

payment deliveries by mail by one percent if there were no other costs associated with 

making bill payments by mail. But, of course, there are other costs associated with 

making bill payments by mail. These could include the cost of the check which is used 

to make the payment, the cost of the time spent writing the check and preparing it for 

delivery, the cost of acquiring postage, the cost of taking the payment to a mailbox or 

Post Office, and perhaps other costs which I have not considered. Even if each of 

these costs, individually, is relatively small, taken together they could well add up to 

represent a significant portion of the total “price” of having a bill payment delivered by 

mail. 

Suppose, for example, that the costs of having a bill payment delivered by mail 

excluding postage represented 50 percent of the total cost of having a bill payment 

delivered by mail. If this were the case, then an eight percent increase in the price of 

postage would be equivalent to only a four percent increase in the total cost of having a 

payment delivered by mail. In this case, an elasticity with respect to the price of First- 

Class single-piece letters of -0.184 would imply an own-price elasticity for bill payments 

delivered by mail of -0.368. If the non-postage costs associated with making a bill 

payment by mail are greater than 50 percent of the total cost of such payments, then 

the own-price elasticity of this type of payments could even be higher still. 
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This failure to understand what precisely constiutes the “price” of bill payments 

delivered by mail leads Dr. Clifton to draw erroneous conclusions with respect to the 

Postal Service’s response to the emergence of electronic alternatives in this and other 

markets. On page 27, at lines 1 and 2, of his testimony, Dr. Clifton criticizes the Postal 

Service for “at best only competing on non-price grounds.” Yet, later within the very 

same sentence, he gives an example of a way in which the Postal Service has helped 

to reduce the non-postage costs of payment deliveries by mail in recent years, “the 

ease of using adhesive backed stamps.” Another example of a way in which the Postal 

Service has helped to reduce the non-postage costs of paying bills by mail is by making 

it possible to purchase stamps by mail and over the Internet. This is precisely the sort 

of behavior that can help the Postal Service to remain competitive within the payments 

delivery market. 

C. Dr. Clifton is Mistaken That a Constant or Even Decreasing Own-Price 
Elasticity for First-class Single-Piece Letters is at Odds with Economic 
Theory 

Dr. Clifton’s testimony is centered on the premise that the own-price elasticity for 

First-class single-piece letters must be increasing (in absolute value) over time “due 

both to the changing level of postal rates and the changing availability and strength of 

competing substitutes.” (GCA-T-1, page 48, I I .  10 - 12) 

Indeed, economic theory suggests that, all other things being equal, a product will be 

more sensitive to price changes the more available and closer are substitutes for that 

product. Hence, if all other things are equal, it could be the case that, as the number 

and availability of substitutes increases, this will lead to an increase in the own-price 

elasticity of a particular good. In fact, I said just that in my response to USPSIGCA-T7- 

8(e). 

As I went on to explain, however, in my response to USPS/GCA-T7-8(e), all other 

things are never equal. I went on, in that response, to offer one possible hypothesis as 
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to why the own-price elasticity for First-class single-piece letters is not increasing 

despite the growth of competing alternatives to the mail. 

“For example, the introduction of a new product may induce more price-elastic 
consumers to stop using the old product, leaving the average own-price elasticity 
of the product‘s remaining customers lower than before the introduction of the 
new product, even when one accounts for the increasing own-price elasticity of 
these individual consumers relative to their own individual elasticities prior to the 
introduction of the new product.” 

Dr. Clifton expressed his opinion on this hypothesis of mine on page 38 of his 

testimony at lines 10 - 20. 

“To imply that major structural changes in market conditions faced by single 
piece mail have not changed the elasticity of single piece mail at all is as 
incredible as claiming that such innovations have reduced postal own price 
elasticities for single piece mail. In the case of this interpretation of his work, 
witness Thress has no rebuttal. But which interpretation of his work by the 
witness himself is the correct one? They cannot both be right. But, they both can 
be, and in fact are, wrong.” 

In fact, I do have a rebuttal to this contention of Dr. Clifton. My hypothesis, 

articulated above, that the introduction of a new product may induce more price-elastic 

consumers to shift to the new product, leaving the average price elasticity associated 

with the existing product unchanged or even lower than before, is consistent with 

economic theory and, in fact, has even been observed and written about in the 

economics literature with respect to the impact of generic drugs in the 1980s on the 

price and elasticity of branded drugs. 

An economist cited by Dr. Clifton on page 29 of his testimony, F.M. Scherer, writes 

about this in his book lndustrv Structure. Strategy. and Public Policy at pages 376 - 
377. 

“The eased generic-drug-testing burden under the Waxman-Hatch Act, combined 
with the expiration of patents on many drugs, led to an explosion of generic-drug 
applications. ... What did not happen, however, was anything resembling active 
two-way price rivalry between branded and generic drug suppliers. One study 
found that on average, branded-drug prices rose when generic competition 
materialized.” 
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.I The reason for this is because, after the expansion of the availability of generic 

2 drugs, brand-name drugs faced a bifurcated demand curve as shown below. 

FmJRE 9.7 
Bfkcation of Mark2 Following Generic Entrj. 
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Source Scherer. F M , lndustrv Structure, Strateav. and Public Policy, page 377, HarperCollins College 

Professor Scherer explains this as follows: 

“Figure 9.7 analyzes what happens when a drug moves from exclusive marketing 
to having generic competition. Its basic simpltfying assumption is that there are 
two kinds of decision makers (an amalgam of the physician and the consumer) in 
drug choices: those who, because of risk aversion, imperfect information. and/or 
aenerous health insurance coveraae. are insensitive to generics’ attractive prices 
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(characterized by demand curve 6 in Figure 9.7a); and ihose who are price- 
sensitive (whose demand is given by the horizontal distance between DI and 
combined demand curve Dl+s. Before generics become available, even price- 
sensitive consumers must buy the branded drug (or a differentiated substitute), 
and so the demand curve confronting the branded drug producer is DI+s. The 
potentially price-sensitive consumers’ demand function has a choke price (i.e., 
vertical intercept) only slightly lower than that of price-insensitive consumers 
because the price-sensitive consumers evaluate differentiated substitute brands 
more carefully but consider them inferior. The appropriate marginal revenue 
function CMR is derived and the branded drugmaker sets monopoly price OPC. 

When generics become available, the market bifurcates. The demand curve of 
the price-insensitive consumers (Fiqure 9.7b) retains essentially the same shape 
1, and so the branded drug 
supplier’s profit-maximizing price OP, differs insignificantly from the 
precompetition price. Or if the precompetition demand curve for the insensitive 
consumers was slightly less elastic than for sensitive consumers, as shown in 
Figure 9.7a, the postcompetition price to insensitive consumers may even rise.” 
(Scherer, op. cit., pp. 376 - 377, emphasis added) 
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This excerpt is based, at least in part, on a paper which appeared in the October, 

1992 issue of the Southern Economic Journal by Richard G. Frank and David S. 

Salkever entitled "Pricing, Patent Loss, and the Market for Pharmaceuticals." This 

paper examined how the introduction of generic drugs into the pharmaceuticals market 

affected the demand for brand-name drugs. In its concluding remarks, this paper 

makes the following observation with respect to the own-price elasticity of brand name 

drugs: "Analysis of a model incorporating advertising shows that with constant marginal 

costs, sufficient conditions for simultaneous brand-name increases and advertising 

decreases in response to entry are that (1) entry leads to a substantial decline in the 

own-price elasticity of reduced-form brand-name demand." (Southern Economic 

Journal, October, 1992, page 174) 

I am not asserting that the bill payment delivery market necessarily faces a similar 

bifurcated market demand. Nevertheless, it is worth noting that there is some similarity 

between the situations faced by brand-name drugs and bill payment deliveries by mail. 

In both cases, a product which held a strong monopolistic position within its market 

faced an exogenous impact from a new, much less expensive rival. Of course, the 

mere existence of such markets in other areas should be sufficient to show that Dr. 

Clifton is simply incorrect when he suggests that my claim that the own-price elastic@ 

of First-class single-piece letters has not increased is "incredible" or that I have "no 

rebuttal." 

As I said in my answer to USPS/GCA-T7-8(d), "[tlhe extent to which two goods are 

substitutes and the extent to which consumers would be expected to substitute between 

two goods because of changes in the relative price of the goods is ultimately an 

empirical question that can not be answered generally, but can best be answered in a 

specific case via rigorous econometric investigation." 
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II. Dr. Clifton’s Econometric Analysis of the Bill Payments Delivery Market is 
2 Flawed 

4 
3 

Dr. Clifton compounds his flawed economic analysis of the bill payments delivery 
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market with an even more flawed ‘econometric” analysis of this market and the Postal 

Service’s role in it. I put the term “econometric” in quotes because Dr. Clifton’s 

analyses in this area really should not be properly characterized as econometrics. In 

his defense, even he seems to recognize this, referring to his analyses here as 

“descriptive statistics.” Even as “descriptive statistics”, however, his results do little to 

“describe” the real characteristics of the bill payments delivery market and the Postal 

Service’s position within it. 

A. Dr. Clifton’s Table 3 

The centerpiece of Dr. Clifton’s “econometric” analysis of the payments market is 

Table 3 on page 20 of his testimony. This table was supplemented based on Dr. 

Clifton’s responses to USPSIGCA-TI -49 and USPS/GCA-T1-51. 

Dr. Clifton’s Table 3 suffers from two weaknesses. First, much of the data presented 

in Table 3 is poorly identified andlor makes little sense as source data for such an 

analysis. Second, even if the data presented in Table 3 were valid, Dr. Clifton’s 

analysis is seriously flawed. These issues are taken up in turn next. 

1. Data Problems with Table 3 

Dr. Clifton’s Table 3 presents annual numbers of payment instruments for each year 

from 2000 through 2003. For most payment instruments, his stated source was the 

“2004 Federal Reserve Payments Study” sponsored by the Federal Reserve Bank of 

Atlanta. The Fed’s payments study presented data for two years, 2000 and 2003. 

Hence, the only valid time period over which Dr. Clifton could reasonably evaluate his 

“descriptive statistics” would be a strict comparison of 2000 and 2003. 

Rather than limiting himself to the two years for which he actually has data, however, 

Dr. Clifton supplemented these data with his own estimates for 2001 and 2002 based 
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on estimated cumulative annual growth rates (CAGR) from 2000 - 2003. Clearly, 

however, no proper conclusions can be drawn using such data (to the extent that Dr. 

Clifton’s methodology allows one to draw any proper conclusions at all). 

The data on electronic payments presented by Dr. Clifton in Table 3 are generally 

consistent with the Fed report data and are appropriately identified by Dr. Clifton. The 

check data presented by Dr. Clifton, on the other hand, are more problematic. In 

response to USPSIGCA-T1-47, Dr. Clifton stated that “’[c]ommercial checks is the 

terminology used in The 2004 Federal Reserve Payments Study.” Dr. Clifton referred 

specifically to Appendix A of the study. Yet, in Appendix A of the Fed’s study, the 

number of “commercial checks,” which the Federal Reserve defines as all non- 

government checks, is clearly shown to be 41.4 billion in 2000, while Table 3 of Dr. 

Clifton’s testimony indicated a total of 16,993 million “commercial checks” in 2000. 

When asked to reconcile this apparent inconsistency in USPSIGCA-T1-80, Dr. Clifton 

had the following explanation: “The source of the 41.9 billion figure for 2000 and other 

years is ‘checks paid by depository institutions, U. S. Treasury checks, and postal 

money orders.’ _.. The other figure, 16.993 billion is commercial checks collected 

through the Federal Reserve.” While this answer at least provides sources for Dr. 

Clifton’s check data, it does little to help one understand why Dr. Clifton’s “commercial 

checks” data differ from the Commercial Check data shown in Dr. Clifton’s primary 

source. Further, Dr. Clifton makes no attempt to explain why one would be interested in 

looking at data for only those checks “collected through the Federal Reserve.” 

In fact, the word “collected” in Dr. Clifton’s response to USPS/GCA-TISO is 

somewhat misleading. The 16.993 billion figure represents the number of commercial 

checks processed by the Federal Reserve. But this number is not directly comparable 

to the total number of checks, commercial or otherwise, for two reasons. First, total 

checks processed does not equal total checks paid. In fact, for most check 

transactions, more than two financial institutions are involved in check processing which 
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leads to multiple transactions per check paid. Second, and more importantly, not all 

checks are processed by the Federal Reserve. Checks for which the sender and 

recipient share the same bank may be processed in-house, thereby bypassing the Fed. 

Also, there are a number of alternate means of check processing outside of the Federal 

Reserve, such as those involving electronic clearing. Hence, the number of commercial 

checks processed by the Federal Reserve will be a function of both the total number of 

checks paid as well as the Federal Reserve’s share within the check-processing market. 

But the latter of these clearly has no relevance to the number of bill payments delivered 

by mail. 

As evidence of how these numbers can be misleading, Dr. Clifton observes in his 

response to USPSIGCA-TI-66 that “commercial checks cleared [by the Fed] exhibited 

modest growth or stability from 1995 through 2001 .” Yet, as I showed in Table 6 on 

page 47 of my Direct Testimony in this case, the total number of checks fell from 49.5 

billion in 1995 to 41.9 billion in 2000, a decline of more than 15 percent. 

Dr. Clifton’s source for mail-based payment data in Table 3 was the Household Diary 

Study. The most relevant set of numbers, in terms of the bill payments market, would 

seem to be the data identified by Dr. Clifton as “Bill Payments by SP Mail.” 

Unfortunately, Dr. Clifton only presents these data for two years (2002 and 2003). 

When asked to fill in these data for missing years in USPS/GCA-T149(d), Dr. Clifton 

replied that “this information [was] not available from the [Household Diary] Study for 

those years.” Yet, as shown in Table 1 below, these data are available in every 

Household Diary Study report since 2000. Further, the Bill Payments data shown by Dr. 

Clifton for 2003 were revised in the 2004 Household Diary Study. 

Below the “Bill Payments by SP Mail“ data, Dr. Clifton presents a set of data which 

he identifies as “Bill payments per household per week,” the source of which is the 

Household Diary Study. In fact, however, these data do not reflect bill pavments per 

household, but instead are clearly identified within the Household Diary Study as the 
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number of bills, invoices, and premiums received per household per week. He then 

presents several more series relating to mail volume which make no sense to consider 

with respect to the payments market, including Statements per household per week, 

and the total volumes for First-Class single-piece and workshared letters per adult per 

day. 

Finally, as Dr. Clifton explains, ”price data for competing substitutes in the payments 

market for single piece mail is not as readily available as data on postal prices.” To 

approximate such data, Dr. Clifton uses “the BEA deflator in the GDP accounts for 

computer and peripherals prices .._ as a proxy for the prices of electronic substitutes.” 

In USPS/GCA-Tl-ZZ(a), Dr. Clifton was asked his basis for choosing this particular 

proxy for “the prices of electronic substitutes.” His response was that ”[tlhe GDP 

deflator has a higher correlation with the single-piece volume compared to the BLS 

series.” The Postal Service followed this up in USPSIGCA-TI-65 by asking him why he 

would “expect the correlation of a variable with respect to mail volume to measure the 

appropriateness of using such a variable as a proxy for the price of non-mail payment 

methods?” His response was that ”[nlot enough time series data on the volume of 

electronic substitutes was available to do the corresponding correlation.” As Dr. Clifton 

acknowledges in his response to USPS/GCA-T1-73(a), “I do not believe there is 

currently a good proxy available to represent the price of Internet use for mail 

substitutes.” Given Dr. Clifton’s own lack of faith in the reliability of his measure of the 

price of electronic payments methods, to say nothing of his curious selection criterion in 

choosing this variable, it is not at all clear what, exactly, would be measured by such a 

variable. Certainly, at a minimum, however, because such a variable is not a direct 

measure of price, it would clearly not be valid to interpret “elasticities” based upon such 

data as “price elasticities” in any meaningful or correct sense. 

In USPS/GCA-T149(1), the Postal Service asked Dr. Clifton to “provide an updated 

version of Table 3 which includes data through 2005 wherever such data are available.” 
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Dr. Clifton indicated that he did not believe that this was possible. In fact, data 

associated with virtually all of the payment instruments presented by Dr. Clifton are 

available through 2005. 

Tables 1 and 2 below present the data from Dr. Clifton’s Table 3 for each year from 

2000 - 2005, where available. The last page of Table 1 below consists of a series of 

footnotes documenting the sources of these data. The data in Table 2 are shown for 

both calendar years as well as for Government Fiscal Years. The latter of these 

correspond to data from the Household Diary Study. 
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2. Analytical Problems with Table 3 

In his testimony, Dr. Clifton describes the results of Table 3 as “descriptive statistics 

indicative of cross elasticities of demand.” In fact, what Dr. Clifton shows here are not 

“elasticities” in any meaningful econometric sense. Rather, the numbers identified in 

Table 3 as “Cross Price Elasticities With Respect to Single-Piece Price” assume that all 

of the change in the variables shown in Table 3 is due to changes in the First-class 

single-piece letters price, while the numbers identified in Table 3 as “Own Price 

Elasticities With Respect to GDP Computer Price Deflator“ assume that all of the 

change in the variables shown in Table 3 is due to changes in “the price of competing 

electronic substitutes for mail.” But note that these two assumptions cannot both be 

- true. 

In analyzing these data, Dr. Clifton states, for example, on page 22, “These 

descriptive statistics are suggestive evidence that there may be high price elasticities 

and high cross price elasticities in the U. S. payments market.” This is simply incorrect. 

These descriptive statistics, as Dr. Clifton has calculated them, do not allow one to draw 

joint conclusions about “price elasticities” and “cross price elasticities” because each of 

these is calculated here assuming that the other one is equal to zero. The “high price 

elasticities” are high if one assumes a cross-price elasticity of zero and the “high cross 

price elasticities” are high if one assumes a price elasticity of zero. But, as Dr. Clifton 

pointed out during oral cross-examination, “one can infer from high cross price 

elasticities high own price elasticities.” (Tr. 29/10026. II. 3-  4) If one attempts to take 

the high cross-price elasticities in Table 3 as evidence of high own-price elasticities, as 

Dr. Clifton does in his testimony, then one is relying upon a number which is estimated 

assumina that the own-price elasticity is zero as the basis for concluding that the own- 

price elasticity is hiah. The inherent contradiction is clear. 

Dr. Clifton further errs by attempting to interpret calculations based upon the GDP 

deflator for computer and peripherals prices directly as “price elasticities”. Even if this 
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series is a good proxy for the price of electronic substitutes, it is still only a proxy, not a 

direct measure of the price of electronic substitutes. Hence, while this variable could, if 

used properly (as it is not here), be used to gauge the direction of the effect of the price 

of electronic substitutes on payment volumes and to perhaps gauge the overall 

magnitude of such an effect, it cannot be used to estimate an “elasticity” with respect to 

the price of electronic substitutes, because this variable provides no direct measure of 

the percentage change in the price of electronic substitutes, which is necessary in 

developing an “elasticity.” So this paragraph on page 22 of Dr. Clifton’s testimony at 

lines 6 - 17, which appears to be the heart of Dr. Clifton’s analysis of Table 3, is simply 

not supportable, at any level, by the numbers presented by Dr. Clifton in his Table 3: 

“Continuing with the results from Table 3, the descriptive statistics, approximating 
own-price elasticities estimated for payments alternatives to postal services have 
absolute values in excess of 1.0 other than for the mature product category of 
credit cards. The own-price numerical values as a group are significantly less, 
however, than the cross-price numerical values. Imperfections in the GDP price 
deflator as a proxy for electronic payments systems price may explain this. It also 
may be that the choice to abandon Postal Service payments mail and opt instead 
for electronics payments methods is driven much more by postal rate increases 
than it is driven by electronic payments price decreases, which are by now well 
built into expectations for electronic payments methods. These descriptive 
statistics are suggestive evidence that there may be high price elasticities and 
high cross price elasticities in the U. S. payments market.” 

About the only sentence of this entire section of Dr. Clifton’s testimony that is 

supported by Dr. Clifton’s analysis here is the beginning of the sentence starting on line 

18 of page 22: “I do not claim great precision for these results.” 

3. A More Correct Analytical Approach to Dr. Clifton’s Table 3 

Based on the data in Tables 1 and 2 above, it is possible to estimate very simple 

econometric equations which attempt to explain the number of payments as a function 

of the price of First-class single-piece letters as well as the price of competing 

electronic substitutes. This is not an analysis that I would endorse as being particularly 

useful in a rate case setting and, in fact, this is almost certainly not an analysis that I 
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would be inclined to perform. As such, my inclination would be to place extremely little 

confidence in these results. I merely present them to provide a proper context for Dr. 

Clifton’s “analyses” in this case. 

These results, while vastly superior to Dr. Clifton’s “analysis” are still extremely 

crude measures. For one thing, no factors other than price are considered here. Over 

the period being considered here, 2000 - 2005, this is likely to be a serious weakness 

as there were significant macro-economic factors at work over this time period. 

Table 3 below presents estimated elasticities with respect to the GDP deflator for 

computers and the First-class single-piece letters price for each of the payment 

instruments for which complete data for 2000 - 2005 exist in Table 1. The numbers to 

the right of the elasticity estimates are t-statistics which measure the extent to which 

these elasticities are significantly different from zero. In general, a t-statistic greater 

than two in absolute value is considered significant! The numbers to the far right are 

adjusted-R2 for these equations. An R2 equal to one indicates that the equation 

explains 100 percent of the variance in a variable, while an R2 equal to zero indicates 

that one would obtain a better estimate by simply using the average value as a 

prediction in each time period of the sample. 

These elasticities are estimated using a log-log specification, so that, for payment 

instrument, PI, the following equation is fit: 

Ln(PI) = a + bpLn(First-Class singlepiece letters price) + bc.Ln(Computer Price Deflator) 

The tdistribution is asymptotically equivalent to a standard normal distribution. For a standard normal 
distribution, a value of 1.96 is the critical value for a 95% confidence level. The critical value for a 
t-distribution is a function of the number of degrees of freedom. For these equations, which have Only 3 
degrees of freedom, the relevant confidence levels are actually much higher than 1.96 (3.18 or so). 

4 
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Using this specification. the estimated coefficients, bF and bc, can be interpreted 

directly as elasticities. It is important, however, to understand that bc in this context is 

the elasticity with respect to the computer price deflator used here, and does not 
represent an elasticity with respect to the price of electronic payment instruments. Like 

Dr. Clifton’s results, the elasticities presented here assume no effects from general 

economic conditions. This is almost certainly a false assumption and renders these 

results highly suspect. Great care should be taken to avoid drawing too much in the 

way of conclusions from the numbers presented here. 

Two numbers in Table 3 are particularly worth noting. First, the elasticity of 

electronic payments with respect to the price of First-Class single-piece letters is 

negative for all electronic payment instruments except for Electronic Benefit Transfers 

(EBT). This is, of course, exactly the opposite of what one would expect if electronic 

payment instruments competed with the mail based upon price. Second, the adjusted- 

R2 associated with bill payments by single-piece mail is negative. This means that the 

equation in Table 3 which attempts to explain bill payments by single-piece mail as a 

function of the prices of First-class single-piece letters and the GDP deflator for 

computers has, quite literally, no explanatory power. These numbers emphasize the 

lack of information inherent in Dr. Clifton’s Table 3. 

Throughout his testimony and interrogatory responses, Dr. Clifton makes a number 

of assertions with respect to price elasticities within the payment market which can be 

addressed, if only crudely, by the data in Table 3 above. A sampling of such assertions 

follows: 

(i) “It also may be that the choice to abandon Postal Service payments mail 
and opt instead for electronics payments methods is driven much more by 
postal rate increases than it is driven by electronic payments price 
decreases, which are by now well built into expectations for electronic 
payments methods.” (page 22, lines 12 - 15) 

(ii) “In the U. S. payments market, for example, I believe raising rates for First 
Class single piece mail will cause more of a revenue loss from lost volume 
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than is gained by increased rates on remaining postal volumes in that 
market.” (page 3, lines 20 - 22) 

(iii) “Payments made by check are an excellent proxy for payments made by 
mail” (page 14, lines 16 - 17) 

(iv)”l only have descriptive statistics for the payments market, which indicate 
own price elasticities for the payments market could be well above -1 .O. I 
am confident, however, that the payments market elasticity for single 
piece is well above our overall estimate for single piece mail.” (Response 
to USPSIGCA-TI-25) 

Based on the results presented above in my Table 3, we can evaluate each of these 

assertions in turn. 

(i) Of the electronic payment instruments shown in Table 3, only Electronic 

Benefits Transfers exhibit a positive elasticity with respect to First-class 

single-piece letters price. This reinforces my earlier point that First-class 

single-piece letters do not compete within the U.S. payments market. As 

George Stigler wrote in The Theorv of Price (4th ed., 1987, p. 29), “The 

size of the cross-elasticity of demand ... is important to determining the 

proper size of the market.” 

(ii) Bill payments by First-class single-piece letters have an estimated own- 

price elasticrfy of -0.245 with a t-statistic of -0.225, which is not 

significantly greater than zero. In addition, bill payments by First-class 

single-piece letters are not explained &aJ by changes in the prices shown 

in Table 3, with an adjusted-R2 of -0.360. 

(iii) As explained above, the number of commercial checks processed by the 

Federal Reserve is a poor proxy for the total number of checks, much less 

total bill payments by mail. This is confirmed here econometrically. The 

estimated elasticity of checks processed by the Fed with respect to First- 

Class single-piece letters is positive and significant, reinforcing my strong 

belief that checks processed by the Fed are a meaningless proxy for total 

bill payments by mail. 
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(iv)The closest thing to total bill payments presented in Table 3 is total bills, 

invoices, and statements received. The elasticity of this variable with 

respect to the prices of either electronic alternatives or First-class single- 

piece letters is quite small. Further, bills, invoices, and statements 

received by households are not explained &aJ by changes in the prices 

shown in Table 3, with an adjusted-R2 of -0.350. 

Ultimately, the only reasonable conclusion which one can draw from looking at Table 

3 above is that no meaningful conclusions can be drawn from these data. 

B. Dr. Clifton’s Model Explaining Commercial Checks Processed by the Fed 
as a Function of First-class Extra-Ounce Rates 

In section 1V.D of his testimony, Dr. Clifton presents “descriptive statistics on price 

sensitivity surrounding the extra ounce rate.” Certainly, the issue of how sensitive 

mailers may be to the extra-ounce rate charged by the Postal Service is an important 

one to consider in a rate case. Unfortunately, Dr. Clifton did not actually see fit to 

analyze that particular issue. Instead, Dr. Clifton presents and defends a model which 

purports to show that the volume of commercial checks processed by the Federal 

Reserve is highly sensitive to the First-class extra-ounce rate charged by the Postal 

Service. 

It should go without saying that such a relationship makes no sense at all. Dr. 

Clifton believes that this provides some insight into the relationship between extra- 

ounce volume and extra-ounce rates because of “the observed close correlation 

between extra ounce volume within postal services and check volumes.” Of course, Dr. 

Clifton shows no evidence of any such correlation and, in fact, shows no data at all in 

his testimony on extra-ounce volume. 

As I explained above, commercial checks processed by the Federal Reserve are not 

necessarily even a particularly good proxy for total commercial check volumes. Even if 

they were, however, it is not clear how Dr. Clifton’s model here would make economic 
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sense. This model would seem to be suggesting that Dr. Clifton believes that people 

will write fewer checks if the Postal Service raises the First-class extra-ounce rate. In 

fact, however, people writing checks are simply not likely to be concerned about the 

additional cost to their bank of having to mail back their cancelled checks. 

If Dr. Clifton is simply using commercial checks processed by the Fed as a proxy for 

extra-ounce volume because of “the observed close correlation” between these two 

series, this likewise seems confused. He actually has First-class additional ounce data 

in his library reference, GCA-LR-L-2. He could have used it directly. 

In footnote 17 at the bottom of page 25, Dr. Clifton says, with respect to this model, 

‘Further refinements must be made. The extra ounce rates can be measured in real 

terms, not nominal as in these exercises.” Indeed, not only “can” they be measured in 

real terms, but, in fact, traditionally, economists argue that they should be measured in 

real terms. The need to use real prices in analyzing economic decisions is explained 

quite well in Microeconomics, fifth edition, by Robert S. Pindyck and Daniel L. Rubinfeld 

(2001): 

“We often want to compare the price of a good today with what it was in the 
past or is likely to be in the future. To make such a comparison meaningful, we 
need to measure prices relative to the overall price level. .. . 

[wle will usually be concerned with real rather than nominal prices because 
consumer choices involve analyses of price comparisons. These relative prices 
can most easily be evaluated if there is a common basis of comparison. Stating 
all prices in real terms achieves this objective. Thus, even though we will often 
measure prices in dollars, we will be thinking in terms of the real purchasing 
power of those dollars.” (pp. 11 - 12, emphasis in original) 

When asked why he didn’t measure First-class extra-ounce rates in real terms in 

USPS/GCA-T1-24, Dr. Clifton’s response was that “[iln periods of low inflation such as 

the limited period examined here, business and consumer decision making may reflect 

nominal rates as much or more than it reflects real rates.” Yet, as pointed out in 

USPSIGCA-TI-66, in fact, inflation over this period was 18.9 percent, while nominal 

First-class extra-ounce rates changed by less than 10 percent over the same time 
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period. The view that consumers respond to a 10 percent change in price while not 

responding at all to a concurrent 18.9 percent change in price lacks credibility. 

If Dr. Clifton had regressed commercial check volumes processed by the Federal 

Reserve on real First-class extra-ounce rates, here is what his Table A I  (Appendix A, 

page 2) would have looked like. 

Table A I  (revised) 
Elasticities Associated with Changes in the Extra Ounce Rate: Double Log Regressions 

SUMMARY OUTPUT 
Log-Log Commercial Checks vs SP Extra Ounce Rate (real) 

Regression Statrstm 1995Q1- 2004Q4 
Multiple R 0 023425 
R Square 0 000549 
Adjusted R Square -0 02575 
Standard Error 0 066184 
Observations 40 

ANOVA 

Regression 1 914E45 914E-05 0020863 0885917 
Residual 38 0166452 000438 

df ss MS F JgnficanceF 

0 Total 39 0166543 

Geffhenis'andard Em t Sfat P-value Lower 95%Uppar 95% ower 95 WJppar 95 0% 
Intercept 8 259762 0 254767 32 4208 2 68E-29 7 744013 8 775512 7 744013 8 775512 
X Vanable 1 402493 0 172593 -0 14444 0885917 -037433 0324468 -037433 0324468 7 

8 
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11 
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13 
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Using real data, as Dr. Clifton should have (as he even suggested in his own 

footnote 17), the elasticity of commercial checks processed by the Fed with respect to 

First-class extra-ounce rates from 1995 through 2004 was found to be -0.025. This 

estimate has a standard error of 0.173 and a t-statistic of -0.14. In fact, this equation 

has an adjusted-R2 of -0.026. You would do a better job of explaining commercial 

check volumes processed by the Fed over this ten-year period by simply assuming that 

these volumes were the same for every one of those 40 quarters. Which, of course, is 

consistent with the lack of any intuitive appeal of the idea that the volume of commercial 

checks processed by the Fed is affected by First-class extra-ounce rates. 3' 
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C. Dr. Clifton's Analysis of Forecast Errors Associated with Past Rate Cases 
2 is Problematic and Does Not Support His Conclusions 
3 
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In section V.E. of Dr. Clifton's testimony, starting on page 39, he attempts to show 

that "actual FCLM volumes versus predicted volumes using witness Thress' models 

suggest his elasticities are too low." In this section, Dr. Clifton looks at "differences 

between volume forecasts within a rate case and actual volumes that unfold after rates" 

and attempts to draw conclusions about the true own-price elasticity of First-class 

single-piece letters based on this analysis. 

Based on Dr. Clifton's responses to written interrogatories which sought to better 

understand what Dr. Clifton'did here, it appears that Dr. Clifton looked at a single rate 

case, R2000-1, and, based on the difference between actual and forecasted volumes 

during the test year in that case (GFY 2001), estimated what the own-price elasticity 

would have to have been in order for the after-rates volume forecast to have been 

correct. In other words, Dr. Clifton assumed that the R2000-1 after-rates volume 

forecast was exactly correct in its estimate of the impact of all non-price factors on First- 

Class single-piece letters volume: the economy, trends, the Internet, etc., erring only in 

what the true own-price elasticity of First-class single-piece letters was. Based on this 

curious analysis, Dr. Clifton estimated an own-price elasticity for First-class single-piece 

letters "close to 3." As Dr. Clifton himself concludes in his response to USPWGCA-T1- 

78(a), "this approach does not make any economic sense as the elasticity is obviously 

not positive." 

In fact, if one looks at how well my First-class single-piece letters equation explains 

volume around rate cases, one finds quite readily that there is no tendency for the 

model to perform worse around rate cases, nor is any bias apparent either around rate 

26 cases or elsewhere. 

27 In my direct testimony, USPS-T-7, I showed the estimated impact of the factors 

which affect First-class single-piece letters volume for each year since 1995. This was 
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presented in Table 12 on page 59 of my direct testimony in this case. This table is 
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reprinted below. 

Over the past ten years, 1995 - 2005, “Other Factors” which are not explained by 

my econometric demand equation explained a change in First-class single-piece letters 

volume of 0.26 percent. To put this number in context, total First-class single-piece 

letters volume declined by 18.96 percent over this same time period. Focusing on the 

“Other Factors” not explained by my econometric model (the next-to-last column of 

Table 12), there is clearly no trend with five positive and five negative forecast errors, 

ranging in absolute value between 0.03 percent and 1.70 percent. In fact, the smallest 

forecast error (in absolute value), 0.03 percent, is found in the most recent year, 2005. 

while the largest forecast error (in absolute value), 1.70 percent, is found in the most 

distant year shown in Table 12, 1996. 

In Table 12, there are four years in which the nominal price of First-class single- 

piece letters is not modeled to have affected First-class single-piece letters volume - 
1997, 1998. 2004, and 2005. For these four years, non-econometric other factors 

explained an average change in First-class single-piece letters volume of -0.39 percent. 

For the six years for which the nominal price of First-class single-piece letters was 

18 

19 

20 

2 1 

2 2  

modeled to have impacted First-class single-piece letters volume, the average change 

explained by non-econometric other factors was +0.30 percent. 

There is simply no evidence to suggest that my econometric demand equation is the 

least bit problematic in terms of explaining First-class single-piece letters volume either 

around rate cases or at any other time. 
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111. Dr. Clifton's Own-Price Elasticity Estimate for First-class Single-Piece Letters 
is Fatally Flawed 

The stated purpose of Or. Clifton's testimony was "to develop and introduce better 

and more accurate estimates of the own price elasticity of demand for First Class single 

piece letters than those provided by USPS witness Thomas Thress in this case in 

USPS-T7." 

Dr. Clifton has done no such thing. Instead, he has developed a First-class single- 

piece letters equation that is inconsistent with basic economic theory, exhibits serious 

econometric shortcomings, and is clearly inferior to the First-class single-piece letters 

demand equation which I present in my testimony. 

A. Dr. Clifton's First-class Single-Piece Letters Equation Produces a Perverse 
Forecast of First-class Single-Piece Letters Volume Under Dr. Clifton's 
Own Rate Proposal in This Case 

1. An Economic Equation Should Make Economic Sense 

'It is universally recognized in economics that a sound econometric model is one for 

which the investigator has spent a great deal of time developing the theoretical 

underpinnings of the model." So says Dr. Clifton on page 42 of his testimony at lines 7 

- 9. As I explained in Library Reference LR-L-65, one key way in which "the theoretical 

underpinnings of a model" are important in developing an econometric model is the 

"general rule [that] there is a definite expectation regarding the sign of the coefficient on 

a variable when it is investigated as a candidate explanatory variable" (page 65-128). It 

is generally not good econometric (or economic) practice to include a variable in an 

econometric equation regardless of its coefficient and try to think of an ex post rationale 

for the final coefficient. Dr. Clifton put this nicely during his oral cross-examination, "The 

equations and the results need to make good economic sense." (Tr. 2919973, 11.6 - 7) 

One of the variables which I include in my First-class single-piece letters demand 

equation is the average First-class worksharing discount. My rationale for including this 

variable is explained on page 53 of my direct testimony in this case: 
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“Shifts between First-class single-piece and workshared letters due to changes 
in price are modeled through the inclusion of the average First-class worksharing 
letters discount in the demand equations for both single-piece and workshared 
letters. The same is true of single-piece and workshared cards as well. The 
discount is used in these cases, rather than the price, to reflect the nature of the 
decision being made by mailers, which is whether to workshare or not, as 
opposed to a decision of whether to send the mail or not. 

Holding all other factors constant, the total volume leaving First-class single- 
piece mail due solely to changes in worksharing discounts should be exactly 
equal to the volume entering First-class workshared mail.” 

Based on this, my clear expectation is that 1 would expect an increase in the average 

First-class worksharing discount to lead to a decline in First-class single-piece letters 

volume as mail migrates from single piece to workshared, and I would expect a 

decrease in the average First-class worksharing discount to lead to an increase in First- 

Class single-piece letters volume as mailers reconsider their decision to workshare. In 

other words, I would expect the coefficient on the average First-class worksharing 

discount to be negative in the First-class single-piece letters equation (and positive in 

the First-class workshared letters equation). 

2. The Negative Discount Elasticity in My First-class Single-Piece 
Letters Equation is Appropriate 

Dr. Clifton does not share my expectation with respect to the sign of the coefficient 

on the average First-class worksharing discount. In his response to USPSIGCA-T1-84, 

he stated his opinion on this subject quite clearly: 

“The negative sign restriction in Mr. Thress’ worksharing variable in the single 
piece demand equation is an untested presumDtion on his part that there is still 
substantial ‘conversion’ of single piece mail to presort, as there clearly was many 
years ago when presort discounts were first instituted. It is an incorrect 
presumption today and has been for several years. There is little if any remaining 
conversion letter mail.” (emphasis in original) 

In fact, there is considerable evidence to suggest that Dr. Clifton is mistaken and 

that conversion from First-class single-piece to workshared mail is continuing and is 

likely to continue in the future. 
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The ABA has available on its website two reports entitled "Postal Operations Survey 

Report? "Postal Operations Survey Report", October 2006, available at 

htt~:/~.aba.com/NR/rdonlvres/3E6C9EOB-59BF-45FC-A089- 

082EOECF51 A0/44924/2006Posta10~erationsSurvevRe~ortl .Ddf, and "Postal 

Operations Survey Report - ZOOO", June, 2000, updated September, 2006, available at 

http:/hnnrvw.aba.com//aba/pdf/ss DOSta12000.Ddf. 

The first of these provides data on mail usage by banks in 1999. The second 

provides data on mail usage by banks in 2005. As shown in Figure 5 on page 8 of each 

of these reports, the percentage of First-class Mail sent by banks that was sent at 

single-piece rates declined from 21 percent in 1999 to 11.8 percent in 2005i5 This could 

be consistent with the idea that conversion from single-piece to workshared mail 

continued over this time period. 

Looking to the future, Table 20 of the 2006 Postal Operations Survey Report (page 

26) shows banks' responses to questions regarding "Postage Expense Control or 

Reduction Programs." Of the banks surveyed with assets between 100 million and 50 

billion dollars, between 12.8 percent and 19.0 percent6 indicate that they have plans to 

'Purchase or lease software and/or hardware" in order to begin presorting and/or pre- 

barcoding their mail within the next one to five years, and between 6.8 percent and 15.5 

percent indicate that they have plans to "Outsource" their mail to be presorted and/or 

pre-barcoded. It seems reasonable to conclude from this that some banks intend to 

continue to convert mail from First-class single-piece to workshared rates throughout 

the time period being considered in this rate case. 

'The ABAs 2000 report was revised subsequent to Dr. Clifton's response to USPS/GCA-T1-52, where he 
reported that 66 percent of mail sent by banks was sent as First-class singlepiece rates. This 66 percent 
figure is the unweighted average percentage of mail sent single-piece by the average respondent to the 
ABA survey that did not take account of differences in the volume of mail sent by individual respondents. 
The correct 21 percent figure is the percentage of all mail sent by respondents that was sent at First- 
Class singlepiece rates. See Dr. Clifton's responses to DWGCA-T1-10 and DMAIGCA-TI-12. 

- 9,999 million dollars in assets. 
The ABA report presents separate results for banks with 100 - 299 million, 300 - 999 million, and 1,000 6 

http:/hnnrvw.aba.com//aba/pdf/ss
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Table A2-20 of the 2005 Household Diary Study shows the total percentage of First- 

Class Mail received by households which is presorted for various industries. Of the 24 

industries shown, the percent sent presort was greater in 2005 than in 2004 for 17 

(70.8%) of them. Overall, the percentage of total mail sent by non-households to 

households that was presorted increased from 67.2 percent in 2004 to 69.1 percent in 

2005. This also could suggest that conversion from First-class single-piece to 

workshared mail is continuing. 

Dr. Clifton himself, perhaps inadvertently, also provided some evidence that at least 

implies that continued conversion of First-class Mail from single-piece to workshared is 

possible. In his response to DMAfGCA-TI-11, he indicates ”that presort bureaus do not 

locate and operate in rural areas but mainly in large metropolitan areas or their suburbs 

as well as other cities.” What this means is that, in Dr. Clifton’s opinion, areas of the 

country remain which are un-served by presort bureaus. Clearly, then, such areas 

represent possible sources of “conversion” mail from single-piece to workshared should 

presort bureaus decide to expand into these areas. This is at least suggestive of the 

idea that the volume of “conversion” mail is likely to still be affected by the relative 

prices of First-class single-piece and workshared mail. My First-class single-piece 

letters equation is consistent with this idea. Dr. Clifton’s is not. 

3. Dr. Clifton’s First-class Single-Piece Letters Equation Does Not Make 
Economic Sense 

In Dr. Clifton’s First-class single-piece letters equation, the average First-class 

worksharing discount enters his equation with a positive coefficient. Dr. Clifton explains 

his rationale for the positive coefficient on the First-class worksharing discount in his 

single-piece letters equation in his response to USPS/GCA-T1-84 by means of 

example. 

“There is now considerably more worksharing mail volume in First Class than 
single piece volume. Suppose a credit card company, incentivized by an increase 
in a worksharing discount, sends one or more advertising letters by First Class or 
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Standard Mail asking a potential customer to sign up for its credit card. When a 
potential customer signs up, several things happen in the First Class mailstream 
volume. To begin with, a welcome letter and the new plastic card will be sent at 
First Class workshared rates. The cardholder then begins using the card and a 
monthly bill becomes generated and is also sent at First Class workshared rates. 
All of this extra volume in workshared mail is not the result of conversion from 
single piece, but the result of the propensity of businesses to want to grow their 
companies, aided in this example by a greater worksharing discount initially. 

Consistent with my econometric analysis and the specification of my single piece 
demand equation, deepening worksharing discounts now generate greater single 
piece volume, not less as in witness Thress’ demand equation. For each monthly 
credit card billing statement sent, a payment must be made and most of these 
will be made by single piece mail. The extra workshared bills generate more 
single piece volume, not less in this cycle of growth in credit card customers. In 
this real world example which typifies a substantial amount of letter volume 
increases, there is no conversion of single-piece letter mail to workshared letter 
mail, and accordingly no negative sign associated with the worksharing 
coefficient in the single piece demand equation.” 

There is a flaw in Dr. Clifton’s logic here. His example is premised on mailers of 

First-class workshared letters being “incentivized by an increase in a worksharing 

discount.” But, in the absence of “conversion of single-piece letters mail to workshared 

letter mail,” it is not the worksharing discount that would “incentivize” mailers, but the 

price of First-class workshared letters. Although Or. Clifton’s example here appears 

plausible in the case where the worksharing discount increases due to a decrease in the 

price of First-class worksharing letters, it does not make sense in the case where the 

worksharing discount increases because of an increase in the price of First-class 

single-piece letters. 

If the price of First-class single-piece letters (and only single-piece letters) 

increases, then First-class single-piece letters volume should decline. Some of that 

declining volume is lost to the Postal Service and some of it may convert to First-class 

workshared letters, as indicated by my estimated negative own-price and negative 

discount elasticities. Similarly, if the price of First-class single-piece letters (and only 
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single-piece letters) decreases, then First-class single-piece letters volume should 

increase. 

The positive discount elasticity in Dr. Clifton's First-class single-piece letters 

equation says that an increase in the First-class single-piece letters price, holding First- 

Class worksharing prices constant, will lead to an increase in First-class single-piece 

letters volume in response to the resulting increase in the average First-class 

worksharing discount. This makes no economic sense at all. 

4. Dr. Clifton's First-class Single-Piece Letters Equation Would Predict 
that a Decrease in the Price of Single-Piece Letters, Holding Other 
Things Constant, Will Lead to a Decrease in First-class Single-Piece 
Letters Volume 

In his testimony, on page 59, starting at line 16, Dr. Clifton "propose[s] that the 

Commission _.. reduce the rate increase on First Class single piece letters from 42 to 41 

cents." Later on the same page, he explicitly states that, with respect to First-class 

worksharing mail, *I  do not propose any change in those rates from what USPS has 

proposed." Clearly, the impact of such a proposal would be to lower the First-class 

single-piece letters price by approximately one cent and to also lower the average First- 

Class worksharing discount by approximately one cent relative to the Postal Service's 

proposed rates? 

His purpose in making this proposal is stated starting at line 14 on page 55: "Why 

should the efforts to keep First-class letter mail in the system by competing 

aggressively on price be limited to worksharing letters alone? It is an irrational focus 

because the more single piece volume that is lost to the system from competing 

substitutes, the higher the institutional cost burden on both First Class workshared and 

Standard A Regular mail becomes." Clearly, Dr. Cliffon's intention here is to increase 

'Dr. Clifton indicated during oral cross-examination that it was "not [his] intention" to change the Postal 
Service's rate proposals for First-class single-piece flats or parcels. (Tr. 29/9961, I. 3) Given that he 
proposes no changes in these rates, the average rate decrease for First-class single-piece letters, flats, 
and lPPs will be slightly less than one cent. In addition, the average worksharing discount for workshared 
flats and parcels would remain unchanged under Dr. Cliffon's proposal. 
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the volume of First-class single-piece letters, thereby, among other things, alleviating 

the “institutional cost burden” on all mail. 

Yet, because of the positive coefficient on the average First-class worksharing 

discount, in his response to USPS/GCA-TI-95, Dr. Clifton concedes that his model 

would predict the following: “The combined impact of a one-cent simultaneous decrease 

in the single-piece price and the worksharing discount is a decline in the single-piece 

volume.” 

By Dr. Clifton’s own words, based on his First-class single-piece letters equation, 

his rate proposal in this case, which is a one-cent simultaneous decrease in the single- 

piece price and the worksharing discount, as compared to the Postal Service’s 

proposed rates, will result in “a decline in the single-piece volume.” Clearly, such a 

result makes no sense and any model which produces such a result must be seriously, 

indeed fatally, flawed. 

B. Dr. Clifton’s Single-Piece Letters Equation Has Serious Econometric 
Problems 

The fact that Dr. Clifton’s model predicts that First-class single-piece letters volume 

will decrease in response to his proposal to lower First-class single-piece letters rates is 

more than enough to render his equation unusable in this proceeding. Yet, his First- 

Class single-piece letters equation is also beset with three serious econometric 

problems as well. 

1. Dr. Cliffon’s Autocorrelation Correction Methodology is 
Inappropriate 

Dr. Clifton corrects for autocorrelation in his First-Class single-piece letters equation 

by adding First-class single-piece letters volume lagged two quarters as an explanatory 

variable in his single-piece letters equation. 
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The Greeting Card Association’s econometric expert, Dr. Harry Kelejian, was asked 

on the stand if he would correct for autocorrelation in this way. He responded, “No. 

That‘s a specification problem.” (Tr. 24/8782, II. 6-7)* 

Dr. William Greene in Econometric Analvsis, third edition, says on page 586, “If the 

regression contains any lagged values of the dependent variable, least squares will no 

longer be unbiased or consistent.” In USPS/GCA-Tl-Gl(d), Dr. Clifton was asked 

whether this suggested that his elasticity estimates were “therefore biased and 

inconsistent.” 

Dr. Clifton responded as follows: “What this section says is that if one has a model 

with the lag dependent variable (Yt = Yt., + Q) and its residuals are correlated ( ~ t  = p t - 1  + 

ut) then using OLS leads to inconsistent and biased results. Otherwise, if the error terms 

are not correlated, then, OLS is fine.” He then proceeded to show “Q-statistics” which 

purported to show that his residuals “are autocorrelated” (emphasis in original). 

Unfortunately for Dr. Clifton, if his residuals were autocorrelated, then, because, as 

Dr. Greene explained, OLS would produce biased and inconsistent results, the results 

of usual test statistics, such as “Q-statistics” would not be valid. Hence, the fact that Dr. 

Clifton’s Q-statistics fail to indicate autocorrelation could be for either of two reasons, (1) 

because his residuals truly lacked autocorrelation, or (2) because his inclusion of the 

lagged dependent variable as an explanatory variable rendered his elasticity estimates 

biased and inconsistent, thereby rendering the Q-statistic test unreliable. 

2. Dr. Clifton’s Choice of a Linear Specification is Not Correct 

The principal difference between Dr. Clifton’s demand equation for First-class 

single-piece letters and the demand equation presented in my testimony is that Dr. 

Clifton chose to use a linear specification -what he calls a VES (Variable Elasticity of 

Substitution) specification. He does so because he believes the constant-elasticrty 

Dr. CliRon uses the same incorrect method to correct for autotorrelation in his Standard Regular n 

equation which he presents in Table A-9 of his testimony. 
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(CES) specification used by me is “hiahlv restrictive” (emphasis in original, p. 45, I .  21). 

His view that a VES specification is superior to a CES specification because of this is 

problematic for two important reasons. 

a. A VES Specification is Not Less Restrictive Than a CES 
Specification 

First, strictly speaking, a CES specification is only as “restrictive” as a researcher 

designs it to be. On page 8, at lines 3 - 8, Dr. Clifton explains the “restrictive” nature of 

the CES specification: “Constrained CES model specifications exclude the very ... 

demand assumption that seems central to the direct study of emerging competitive 

substitutes, namely that the changing scope and intensity of competition from 

substitutes does and should impact the price elasticity of market demand curves.” But a 

researcher who truly believes that elasticities have changed because of “competition 

from substitutes” can easily incorporate such beliefs within a CES framework. In fact, I 

did this myself with respect to Priority Mail and competition from FedEx Ground in my 

Direct Testimony in this very case (USPS-T-7, pp. 161 - 162). 

Second, and perhaps more importantly, a VES specification is equally “restrictive.” 

The “restriction” on elasticity within a CES specification is that the elasticity with respect 

to variable x is exactly equal to bx, the coefficient on x. Using a VES specification, the 

elasticity of volume v with respect to variable x is exactly equal to b,*(x/v). This is still a 

fixed restriction; all that is different is that the restriction is not constant, but is instead a 

strict function of x and v as well. 

In other words, a VES specification only indirectly “impact[s] the price elasticity” 

because of the “changing scope and intensity of competition from substitutes,” to the 

extent that the “changing scope and intensity of competition from substitutes” affect 

volume. 

USPS/GCA-TI46 pointed out the extent to which Dr. Clifton’s VES specification 

does not, in fact, explicitly capture the way in which “the changing scope and intensity of 



2 

3 

4 

5 

6 

7 

E 

9 

10 

11 

12 

13 

O4 15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 
26 
27 

13055 

USPS-RT-2 
46 

competition from substitutes does and should impact the price elasticity.” As Dr. Clifton 

confirmed in his responses to USPS/GCA-T146(a-b), the estimated own-price elasticity 

in 1983 from his model is -0.428 and in 1995 is -0.425. When asked whether he 

believed “that the availability and strength of competing substitutes for First-class 

single-piece mail was greater in 1995 than in 1983” in USPS/GCA-T146(c), Dr. Clifton 

responded that he “did not investigate, and had no reason to investigate, the period 

between 1983 and 1990.” 

In Table I 1  on page 52 of my Direct Testimony in this case, I showed that my best 

estimate is that more than 10 billion pieces of First-class single-piece mail were 

diverted cumulatively through 1995, up from zero diversion in 1983. (To give some 

perspective, the cumulative change in my econometric estimate of electronic diversion 

from 1983 to 1995 is comparable to my econometric estimate of additional electronic 

diversion of First-class single-piece letters from 2001 to 2005.) Despite this dramatic 

growth in “the availability and strength of competing substitutes for First-class single- 

piece mail” from 1983 to 1995, Dr. Clifton’s model shows no change in the own-price 

elasticity of First-class single-piece letters over this time period, simply because the 

ratio of the price and volume of First-class single-piece letters was approximately the 

same in these two years. 

Another example of how a VES specification restricts elasticities in ways which may 

be inappropriate is Dr. Clifton’s Standard Regular equation. Here, because Standard 

Regular mail volume has grown in recent years while the real price of Standard Regular 

mail has not increased, a VES specification yields a declining own-price elasticity for 

Standard Regular mail in recent years. In his response to NWGCA-TI-3, Dr. Clifton 

defends this result as follows: 

“My impression is that advertising on the Internet has not been a particular 
success, and that would be a vety close substitute for mail advertising. Internet 
selling having been tried but found wanting, possibly the recent growth of 
marketing mail is a direct result of advertisers redirecting resources from the 
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Internet and back toward the tried and true method of Standard Mail. And 
perhaps that shift has also demonstrated higher than previously recognized value 
of Standard A Regular mail, as also reflected in its falling elasticity.” 

In his defense, Dr. Clifton prefaced his response to the NAA by noting that he was 

“not an expert on Standard mail.” Indeed, as could be seen in Table IV-20 on page 357 

of my Direct Testimony in this case, Internet advertising expenditures grew by more 

than 28 percent over the first three quarters of 2005 as compared with the same time 

period in 2004. Internet’s share of total advertising expenditures for the first three 

quarters of 2005 was 4.3 percent, up from 2.5 percent in 2002. Clearly, the Internet is a 

significant and growing advertising medium. Yet, apparently Dr. Clifton has no problem 

with asserting that Standard Regular mail “has exhibited a declining elasticity” despite 

“the changing availability and strength of competing substitutes.” 

b. Dr. Clifton’s Linear Specification is Inappropriate Econometrically 

Dr. Clifton criticizes the constant-elasticity model used in my testimony by asserting 

that “[tlhe constant-elasticity-of-substitution or ‘CES’ specification of witness Thress’ 

estimated single piece demand equation is not a conclusion of empirical research” (p. 

46, II. 6-8). Of course, neither is his imposition of a VES specification “a conclusion of 

empirical research.” As he himself states on page 48, “there is no reason to believe that 

real world curves are linear.” 

In fact, however, the question of whether or not a linear equation specification is 

appropriate is a hypothesis which can be tested using formal statistical procedures. 

The GCAs econometric expert witness, Dr. Harry Kelejian, during oral cross- 

examination, was asked how he would test whether a linear or a log-log specification 

was more appropriate. Dr. Kelejian explained his suggested test procedure as follows: 

“If you pick one model, for argument‘s sake, Model 1. and then say, ‘But you 
know, Model 2 might be it,” then there is a J test for that. You could test for this 
by getting the calculated value of V from Model 2, putting it into Model 1, and see 
if its coefficient is statistical[ly] significant. That‘s one thing I would do.” (Tr. 
2418785, II. 6-12) 
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At Dr. Kelejian's suggestion, I ran such a test.' The null hypothesis is Dr. Clifton's 

assumption that the demand for First-class single-piece letters is linear. The alternate 

hypothesis is that the demand for First-class single-piece letters instead follows my 

specification, that is, a log-log specification". Formally, we have this. 

Ho: y = X p + ~  
HI: In(y) = In(X)p + E  

Where In(X) is shorthand for a matrix where column i is equal to In(xi). 

The test for HI as an alternative to Ho is to add the term [In(X)p - In(XP)], Le., the 

difference between the two fitted values (in logs), as an explanatory variable in the HO 

equation and test its significance. 

The test statistic, which follows a standard normal distribution, has a value of 3.573. 

This is far above the critical value of 1.645 for a 95 percent confidence level" and is, in 

fact, significant at greater than a 99 percent confidence level. Therefore, we find in 

favor of the alternate hypothesis and reject Dr. Clifton's use of a linear specification as 

inappropriate.'* 

3. Dr. Clifton Errs in Failing to Adjust His Internet Variable Via a Box- 
Cox or Other Non-Linear Transformation 

According to Dr. Clifton, the largest single source of the difference between my First- 

Class single-piece letters own-price elasticity of -0.184 and Dr. Clifton's erroneous 

The details of this test are taken from Econometric Analvsis, 3d edition, by William Greene. pp. 460 - 9 

461. 

lo For this initial test, a pure log-log specification is considered as the alternate hypothesis. The issue of 
whether a Box-Cox transformation of the Internet variable was appropriate is evaluated as a separate test 
hypothesis. 

" The expected coefficient on the test variable under the alternate hypothesis is positive, so the J-test in 
this case is a one-sided test. See, for example, 'Nonnested Linear Model Selection Revisled," by 
Mitchell Watnik, Wesley Johnson, and Edward J. Bedrick, Communications in Statistics: Theory and 
Methods, 30 no. 1 (2001). pp. 1-20. 

also fails a J-test for the appropriateness of the linear (VES) specification. In the case of Standard 
Regular, the test statistic has a value of 5.012, so that one can easily rqect the null hypothesis that Dr. 
Clifton's linear specification is appropriate at well more than a 99 percent confdence level. 

Dr. Clifton's Standard Regular equation, which he presents in Table A-9 in Appendix A of his testimony, I2 
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estimate is the Box-Cox transformation which I apply to the Internet variable, 

consumption expenditures on Internet Service Providers. On page 50 (lines 19 - 20), 
Dr. Clifton indicates that he found that “74% of the difference [in our own-price elasticity 

estimates] is explained by Thress’ use of his so-called “Box-Cox” transformation.” 

Dr. Cliflon dismisses my use of the Box-Cox transformation as “arbitrary“ and argues 

that it was not necessary for him to investigate whether the Internet variable should 

enter his equation in non-linear form because “there is a reasonable justification to enter 

the ISP variable as a simple linear form” (Response to USPS/GCA-T1-33(d)). 

While Dr. Clifton is correct that it may be “reasonable” to enter the ISP variable in a 

simple linear form, this is nevertheless a testable hypothesis. That is, one can introduce 

a Box-Cox transformation of ISP within Dr. Clifton’s First-class single-piece letters 

equation and test whether the Box-Cox coefficient, A,  is significantly different from one. 

I performed this test two ways. First, I introduced a traditional Box-Cox 

transformation. That is, I estimated the following equation: 

V, = a + bl.[(ISP“-I)/A] + bp(Price) + ... + e, 

Second, I introduced the non-linear specification which I used in this case. That is, I 

simply raised the Internet variable to a coefficient: 

Vt = a + bl*(ISP)* + bp.(Price) + ... + 4 

Both equations were estimated via nonlinear least squares using EViews 5.1, the 

same methodology by which I estimated the Box-Cox coefficients presented in my direct 

testimony in this case. Nonlinear estimation requires one to select initial values for the 

coefficients to be estimated. In some cases, the final results can be sensitive to these 

initial values. For the purposes of estimating these equations, I set the initial values for 

all of the coefficients except for A equal to the values which Dr. Clifton obtained. I then 

set the initial value for A equal to 0.5. This is the initial value which I used throughout 

my demand estimation to estimate the Box-Cox coefficients used in my direct testimony. 
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In the first equation above, the estimated value of A is 0.496648 with a standard 

error of 0.078796. This is 6.388 standard errors away from 1. Hence, we can reject the 

null hypothesis that lambda is equal to one at virtually any significance level (well above 

99 percent). For the second equation, the estimated value of A is 0.496696 with a 

standard error of 0.077609, leaving this coefficient 6.400 standard errors from 1, again 

leading us to easily reject the null hypothesis. 

Hence, one is forced to the inevitable conclusion that Dr. Clifton is wrong to have not 

adjusted his Internet variable via a Box-Cox or other non-linear transformation. 

C. Dr. Clifton’s Single-Piece Letters Equation is Clearly Inferior to My Single- 
Piece Letters Equation 

As shown above, Dr. Clifton‘s First-class single-piece letters equation is beset with a 

host of problems which render it entirely unusable for any purposes at all. In contrast, 

my demand equation does not suffer from any of the problems found in Dr. Clifton’s 

equation and is highly reliable for rate case purposes. 

1. Dr. Kelejian’s Critiques of My First-Class Single-Piece Letters 
Equation Do Not Significantly Affect My Results 

In addition to Dr. Clifton’s testimony in this case, the Greeting Card Association also 

sponsored the Direct Testimony of Hany Kelejian, GCA-T-5, the purpose of which was 

“to express [his] concerns” regarding the econometric procedures which 1 used to 

estimate the demand for First-class single-piece letters. Dr. Kelejian addressed four 

specific aspects of my econometric modeling procedure. Each of these issues is 

considered in turn below. 

25 a. The Box-Cox Procedure 

26 

27 

28 

Dr. Kelejian raised two specific objections to my use of the Box-Cox procedure: that I 

should have estimated the Box-Cox coefficient, A, simultaneous with all of the other 

parameters in my equation, most notably including the stochastic restriction on the 
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worksharing discount, Dl-3WS, and that my specification was not a traditional “Box- 

Cox” specification. 

i. Simultaneous Estimation of Lambda and Stochastic 
Restriction 

In the demand equations presented in my direct testimony, for those equations for 

which a “Box-Cox” coefficient was estimated, including, of course, the First-class 

single-piece letters equation, this coefficient, lambda, was estimated in a preliminary 

step prior to the estimation of certain other parameters, including stochastic restrictions, 

autocorrelation corrections, and Shiller smoothing parameters. In the specific case of 

First-class single-piece letters, only the first of these is an issue. 

My First-class single-piece letters equation includes the average First-class 

worksharing discount (D1_3WS), the coefficient of which is stochastically constrained 

from the First-class workshared letters equation. In this case, I estimated the First- 

Class single-piece letters equation in two steps. First, I estimated lambda together with 

all of the other freelyestimated parameters, using a nonlinear least squares procedure. 

In this step, the restriction on D1-3WS was imposed as a fixed restriction. In a second 

step, then, lambda is taken as given, and the other parameters are estimated. In this 

step, the restriction on D1-3WS is imposed stochastically. Because no significant 

autocorrelation is detected and the distribution of the price coefficients is acceptable at 

this stage, no further estimation is undertaken. 

Dr. Kelejian explained the problems with doing my estimation in this way in detail in 

his response to USPSIGCA-10. The marginal effect of taking the value of lambda (A) as 

given in my final estimation stage that was identified by Dr. Kelejian “is that the 

estimated standard errors relating to the model parameter estimates would be incorrect 

unless the random nature of X’ was explicitly considered.” It is worth noting, however, 

that my elasticity estimates were not biased by this procedure, contrary to Dr. Clifton’s 
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repeated and mistaken assertion to the contrary. As Dr. Kelejian explained in his 

response to USPS/GCA-IO, 

“When I wrote my letter, which has since become direct testimony, I thought that 
there were two important marginal effects relating to the use of a variable such 
as X* as an ordinary regressor. One of these, I thought, was an inconsistency 
(intuitively, a bias) relating to the estimates of the model parameters. Upon 
further thought this is not the case. As my demonstration below indicates, under 
typical conditions an inconsistency would not be one of the marginal effects.” 

The fact that the parameter estimates upon which I relied in this case were not 

biased is important. Nevertheless, Dr. Kelejian’s concern here is not without merit. 

Hence, I re-estimated my First-class single-piece letters equation with the stochastic 

restriction on Dl-3WS in the nonlinear equation in which A is estimated. 

I did this as follows. In a Generalized Least Squares framework, a stochastic 

restriction is introduced into the equation via Equation (111.5) on page 31 1 of my direct 

testimony in this case: 

b’ = ( X X  + RO”R)-’(Xy + Rn’r)  (Equation 111.5) 

This is mathematically equivalent to adding one additional row to each of the 
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columns in the X and y matrices for each stochastic restriction and estimating b* using 

Ordinary Least Squares. For the explanatory variables for which no stochastic 

restrictions are imposed, the value is set equal to zero in this row. For the explanatory 

variable(s) to which the stochastic restrictions are applied (Dl-3WS in this case), the 

value in this row is set equal to the following: 

s*(l/w) 

where s is equal to the standard error of the least-squares regressor without the 

stochastic restriction, and w is equal to the square root of the variance (i.e., the 

standard deviation) associated with the stochastic restriction (for a single stochastic 

restriction, the matrix f2 in Equation (111.5) is a one-by-one matrix, the only value of 

which is a*). The value in this row for the dependent variable, y, is then set equal to the 

following: 
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where r is the mean value of the stochastic re~triction.’~ 

What I did in this case was to add one additional “quarter“ of data to the end of my 

sample period in this case with data defined as just described. I then added that one 

quarter to the sample period over which I estimated my First-class single-piece letters 

equation via nonlinear least squares. 

Doing this I obtained the following estimated coefficients as compared to the results 

presented in my direct testimony (t-statistics in parentheses): 

USPS-T-7 Simultaneous 
Lambda 0.122 (3.669) 0.123 (3.666) 
Discount Elasticity -0.096 (-9.634) -0.096 (-9.645) 
Own-Price Elasticity -0.184 (-2.354) -0.184 (-2.347) 

9 ii. BoxCox Specification 

10 Dr. Kelejian also asserted that I did not correctly specify a Box-Cox transformation. 

Specifically, I modeled First-class single-piece letters volume to fit the following 

equation: 

13 

1 4  

15 form: 

1 6  

1 7  

18 

19 

Ln(Vt) = a + bl(lSP:) + bpLn(Pt) + ... + et 

A correct Box-Cox transformation would involve fitting an equation of the following 

Ln(Vt) =a ’+ b’[(lSP:-l)/h] + bpLn(Pt) + ... +et 

As Dr. Kelejian confirmed in his response to USPS/GCA-2, these two equations are 

mathematically equivalent when bl is constant. In this case, however, the value of bl in 

my First-class single-piece letters is not constant. Hence, Dr. Kelejian was correct with 

20 

21 

respect to my R2006-1 First-class single-piece letters equation that my equation 

differed from a traditional Box-Cox specification. 

See, for example, The Theow and Practice of Econometrics, second edition, by George G. Judge, et 
al.. 1985, pages 57 - 59. For an extension of this to non-linear estimation, see “Mixed Estimation When 
the Model and/or Stochastic Restrictions are Nonlinear,” by Frank T. Denton, Quantitative Studies in 
Economics and PoDulation Research Reports from McMaster University, 2000 - 01, no. 345. 

13 

0 



2 

3 

4 

5 
6 
I 
8 
9 

10 

11 

12 

13 

14 

13063 

USPS-RT-2 
54 

In his response to USPSIGCA-TI-56, Dr. Clifton provided a helpful reformulation of 

the traditional Box-Cox specification in light of the non-constancy of bl. From page 2 of 

Dr. Clifton’s response to USPSIGCA-TI-56, the traditional Box-Cox equation shown 

above could be rewritten as follows: 

Ln(Vt) = [a’-(b’dA)] + [(bdA)+(bl/A).Trend+(b2/A).T~~~(lSP:) + 
[ ( - ~ I / A ) * T ~ ~ ~ ~ + ( - ~ ~ / A ) . T o z Q ~ ]  

bpLn(Pt) + ... + et 

In effect, this is equivalent to my equation in this case except for the addition of two 

additional terms. The two terms on the middle line of the above equation (-b,/A)*Trend 

and (-~z/A)*TozQ~ are not included in my First-class single-piece letters equation in this 

case. 

In the strict Box-Cox formulation, the coefficients on these two additional variables, 

Trend and T ~ z Q ~ ,  are constrained to be equal to the negative of the coefficients on these 

terms interacted with the ISP ~ariab1e.l~ One could, however, generalize the above 

equation by allowing the coefficients on these two variables to be freely estimated. That 

is, one could view a more generalized form of the Box-Cox specification as being equal 

to the f~llowing:’~ 

Ln(Vt) = [a’-(b’dA)] + [(b’a/A)+(b#+Trend+(bz/A).TOZC14].(lSP:) + 
cl-Trend + cpT02~4+ bpLn(Pt) + ... +et 

Reconfiguring the Box-Cox specification in this way, then, my demand equation can 

be viewed as equivalent to an alternate form of the Box-Cox specification where the 

coefficients on the two variables, Trend and T o ~ Q ~ .  are constrained to be equal to zero 
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Dr. Clifton, in his answer to USPS/GCA-T1-56 attempted to reestimate my model using this re- 
formulated equation. In doing so, he failed to recognize this equality: that the coefficients on (Trend-ISp) 
and Trend are identical in absolute value (b,/A) but of opposite signs, and that the coefficients on 
(T~Q&P~) and Ta2.,, are similarly identical in absolute value (b’& but of opposite signs. 

Dr. Clifton’s attempt to reestimate my model in his response to USPS/GCA-T1-56 was not correct, 
even relaxing the restrictions on the coefficients associated with Trend and TmM because he incorrectly 
imposed my stochastic restriction, which I apply to the First-Class worksharing discount, to Tm0, due to a 
programming error. Because of this, all of Dr. Cliion’s conclusions in USPS/GCA-Tl-56, including the 
ownprice elasticity which he presents, are invalid. Specifically, each of the first three “obsewations” on 
page 4 of his response to USPSIGCA-TI-56 are simply manifestations of his failure to correctly estimate 
the equation he intended to estimate. 

14 
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rather than being constrained based on the strict Box-Cox specification. Looking at my 

equation in this way, the issue then becomes, is such a restriction appropriate? 

To test this, one can simply freely estimate the coefficients on Trend and T a ~ 4  (CI 

and c2, respectively) and test whether they are significantly different from zero. If these 

two coefficients are not significantly different from zero, then one could conclude that 

my equation is, in fact, a better model than a traditional Box-Cox specification. 

Adding the variables Trend and T02Q4 to the demand equation which I presented in 

my testimony for First-class single-piece letters and estimating all of the parameters, 

including lambda and the stochastic restriction simultaneously, I find that the t-statistics 

on the coefficients associated with these two variables are equal to -0.723 and 0.518, 

respectively. Hence, neither of these coefficients is significant at any reasonable 

significance level. An F-test of their joint significance (F-statistic equal to 0.735) is also 

insignificant well below the standard 95 percent significance level.’6 

b. The Imposed Symmetric Condition 

Dr. Kelejian’s second criticism of my First-class single-piece letters equation was 

that he objected to the way in which the coefficient was estimated on the average First- 

Class worksharing discount in the First-class workshared letters equation. This 

coefficient was introduced into the First-class single-piece letters equation as a 

stochastic constraint. Dr. Kelejian’s objection here arose from the fact that the average 

worksharing discount enters the First-class workshared letters equation in the following 

form: L n ( b )  I (VW, I Vsp), where Dws is the average worksharing discount, VW, is 

First-class workshared letters volume and Vsp is First-class single-piece letters 

vo~ume.” 

Given an F-statistic of 0.735. the probability that these variables are jointly insignificant is approximately 18 

48.34%. Typically, one would reject the null hypothesis (that these variables are insignificant) if the 
probability that these variables are jointly insignificant was less than 5%. 

The basis for this specification is shown in my Direct Testimony in this case at pages 53 to 56. 17 
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Because this variable is a function of the volume of First-class workshared letters, it 

cannot be entered directly onto the right-hand side of the First-class workshared letters 

equation. Instead, I replace this variable with an instrumental variable that takes the 

form: Ln(Dws) I (VWS I VsP)I, where (VWS I Vsp)' is fitted from a regression of Ln((VSW I 

V'SP) (where the S indicates that these variables are seasonally adjusted before I run 

this regression) on a time trend, the trend squared, and a dummy variable for MC95-1. 

Dr. Kelejian did not object to the use of an instrumental variable here, per se. 

Rather, he objected to my specific instrumental variable. He argued that my 

instrumental variable may be inconsistent if the difference between the instrument and 

the true variable (Ln(Dws) I (VWs I Vsp)) is not orthogonal to "all of the predetermined 

variables in the equation being considered." 

Dr. Kelejian explains what he would consider a "proper implementation of the 

instrumental variable procedure" on pages 10 and 11 of his testimony: "to regress z 

[Ln(Dm) / (VW / Vsp)] on the set of instruments and then obtain the calculated value of 

z." In his response to USPSIGCA-5(b), he expanded upon this, indicating that the 

regression of z should also include "all predetermined variables appearing in the 

model," i.e., all of the explanatory variables from the First-class workshared letters 

equation. 

To address Dr. Kelejian's concerns here, I reconstructed a fitted value of Ln(DW) I 

(VWS I Vsp) to be used in the First-class workshared letters equation. This variable was 

set equal to the fitted values from a regression of Ln(Dm) / (VW I VSP) on all of the 

explanatory variables in my First-class workshared letters equation, as well as a time 

trend, trend squared, and the natural logarithm of the average First-class worksharing 

discount, Ln(DW). To ensure the orthagonality of the residuals from this equation and 

the residuals from my First-class workshared letters equation, I estimated this equation 

over the same sample period as I estimate my First-class workshared letters equation, 

1991Q1 through 2005Q4. 
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The fitted values from this equation are then used in place of Ln(&) I (VWS I VSP) in 

the First-class workshared letters equation. The effect of this change on the discount 

elasticity which forms the basis of the stochastic restriction in my First-class single- 

piece letters equation is shown below.” The numbers in parentheses here are the 

variances associated with this restriction. 

USPS-T-7 Mcdifed 
Discount Elasticity 0.098 (9.797~103 0.085 (7 .375~10~)  

Using the discount elasticity above, then, as a stochastic restriction in the First-class 

single-piece letters equation, and estimating the stochastic restriction simultaneous with 

lambda and the other parameters yields the following estimated coefficients as 

compared to the results presented in my direct testimony (t-statistics in parentheses): 

USPS-T-7 Modified 
Lambda 0.122 (3.669) 0.125 (3.713) 
Discount Elasticitv 4.096 1-9.634) -0.083 (-9.702) 

~ 

Own-Price Elasti&y -0.184 i-2 354) -0 198 (-2 546) 

c. The Autocorrelation Testing Procedure 

Dr. Kelejian raised some concerns regarding autocorrelation, stating on page 13 of 

his testimony, at lines 17 - 21, “since the parameter A in Thress’s version of the Box- 

Cox procedure was estimated prior to the full estimation of his model, and given the 

errors in the way he imposed the stochastic symmetry conditions, it is difficult to deduce 

just how to make proper inferences in terms of a model such as 111.12.” 

USPSIGCA-11 (b) asked Dr. Kelejian to clarify whether he would have “any objection 

to the procedure which [I] used to test for and correct autocorrelation” if “the Box-cox 

coefficient, A, and the stochastic symmetry condition were introduced as [he] 

suggested”? His response is quoted here in its entirety: 

“My objections would diminish, but not to zero. The reason for this is that I think 
the third quarter lag should also have been considered. Second, I might have 
accounted for an assumed pattern of autocorrelation by incorporating it directly 

The restriction in the First-class singlepiece letters equation is equal to the negative of the discount 18 

elasticity from the First-class workshared letters equation. 
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into the model and estimating its parameters along with the other model 
parameters.” 

While Dr. Kelejian’s criticism of my treatment of autocorrelation was fairly limited in 

scope, Dr. Clifton offered a much more pointed critique of my technique for identifying 

and correcting autocorrelation. In his response to USPS/GCA-TI-eQ(b), Dr. Clifton 

stated that my “econometric program is incapable of dealing with the autocorrelation 

problems.” 

In USPS/GCA-TI-61, Dr. Clifton was asked to clarify what he meant in his response 

to USPS/GCA-T1-44(b). The text of USPSIGCA-TI-Gl(b) made explicitly clear that my 

standard for identifying autocorrelation which required correction was a “95 percent 

confidence level.” Also, as was quite apparent to Dr. Kelejian, my autocorrelation tests 

were used to investigate possible autocorrelation at one, two. and four lags. 

Dr. Clifton, in his response to USPS/GCA-TI-Gl(a), presented results which he 

claimed showed that “in the majority of mail categoiy equations in the Thress 

forecasting model, one to several autocorrelation lags are significant.” Except that, in 

his response, Dr. Clifton showed results for only four of the twenty-seven equations 

which I estimated. More amazingly, not a sinale one of the equations which Dr. Clifton 

presented in his response to USPSIGCA-Tl-Gl(a) showed autocorrelation at lag 1, 2, or 

4 that was significant at a 95 percent confidence level. Even by his own tests in 

response to USPSIGCA-Ti -61 (a), neither First-class single-piece letters nor Standard 

Regular mail exhibited autocorrelation at lag 1,2, or 4 that was significant at a 95 

percent confidence level. By Dr. Clifton’s own evidence, it is clear that my regression 

program properly identifies and corrects a autocorrelation for which the program tests. 

The model which I described at the end of section b. incorporated Dr. Kelejian’s 

suggestions with respect to the Box-Cox coefficient and the stochastic symmetiy 

condition. Partial autocorrelations from that model are as follows: 
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Partial Standard 
Autocorrelation Error T-Statistic 

1 -0.198276 0.104a28 -1.891 
2 -0.193601 0.105409 -1.837 
3 0.039177 0.106000 0.370 
4 -0.111127 0.106600 -1.042 

None of these is significant at a 95 percent confidence level although both the first 

and second lag, while not quite significant at a 95 percent confidence level, are 

nevertheless higher than perhaps one would like. Just to be on the safe side, therefore, 

I re-estimated my equation one more time, this time correcting for first- and second- 

order autocorrelation. As suggested by Dr. Kelejian in his response to USPSGCA- 

Il(b), "I ... accounted for [this] assumed pattern of autocorrelation by incorporating it 

directly into the model and estimating its parameters along with the other model 

parameters." 

The estimated values of the autocorrelation correction coefficients, typically 

identified by the Greek letter, rho (p), in this equation were pi = -0.264 and p2 = -0.257. 

The t-statistics associated with these coefficients were equal to -2.069 and -1.953, 

respectively. Given the borderline significance of both of these, I decided to go ahead 

and include a correction for first- and second-order autocorrelation in the rest of the 

First-class single-piece letters equations presented in this testimony. 

The results of this equation are compared with the equation presented in my direct 

testimony below. 

Lambda 
USPS-T-7 W ~ h  AR-Correction 

0.122 (3.669) 0.122 (5.318) 
Discount Elasticity -0.096 (-9.634) 4.083 (-9.537) 
Own-Price Elasticity 0.184 (-2.354) 4.175 (-2.917) 

Having made all of these adjustments based on Dr. Kelejian's recommendation - 

that is, re-estimating the stochastic restriction using a better instrumental variable, and 

incorporating AR-corrections, I thought it would be helpful to go back and re-test my 

earlier hypothesis that my specification is superior to a traditional Box-Cox specification. 
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generalization of a Box-Cox specification where the coefficients on the two variables, 

Trend and TOZW, are constrained to be equal to zero rather than being constrained 

based on the Box-Cox specification. 

If I take the modified equation above with AR-correction, I can add the variables, 

Trend and TOZ-, and test their significance as I did above. Doing so, I find that these 

two variables have t-statistics of -1.049 and 0.885, with an F-statistic of their joint 

significance equal to 1.798. None of these test statistics are significant at an 85 percent 

significance level. 

d. The Meansquared Error Model Selection Procedure 

Dr. Kelejian’s final criticism of my econometric procedures was my use of mean- 

squared error as a selection criterion for choosing between candidate equations, which 

he indicated “could very well lead to an incorrect model.” 

The procedure by which I generally choose the demand equations which I use for 

forecasting purposes was described in Library Reference LR-L-65 at pages 128 - 129. 

The specific selection process by which I chose the First-class single-piece letters 

equation in this case was explained in great detail in my response to GCNUSPS-T7- 

14(c). Unfortunately, Dr. Kelejian acknowledged during oral cross-examination that he 

19 

20 

21 

22 

23 

24 

did not read any of my library references or interrogatory responses in this case. In fact, 

Dr. Kelejian read so little of my testimony and supporting documentation in this case 

that he failed to read any of the four places on the record in this case in which I defined 

how I calculate mean-squared error.’’ Consequently, Dr. Kelejian’s critique of my 

model selection procedure was made at a level of abstraction which makes it difficult to 

evaluate the pragmatic benefit of such a critique. Dr. Kelejian discussed his objection to 

USPS-T-7, page 35, lines 8 - 9; LR-L-65, page 128; L R - L a ,  page 280; Response to GCNUSPS-l7- 1s 0 IO@). 
I 
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the use of mean-squared error as a selection criterion in some detail during his oral 

cross-examination. 

“[O]n the mean-squared error, there are a number of problems that I raised, and 
one of them, the most serious to me, would be that if I don’t believe in the way 
the model was estimated in the first place, then the residuals are not accurately 
estimat ed.... I don’t know how to interpret that.” (Tr. 24/8776, 1. 20 -2418777, I. 
3) 

This is essentially a restatement of Dr. Kelejian’s response to USPSIGCA-8, in 

which he stated “that the true model can not be selected if it is not even considered.” In 

that response, he goes on to make the following statement, “Also, formal statistic tests 

are based on modeling assumptions. These assumptions typically relate to a true 

model, which is the model which generates the dependent variable.” 

To paraphrase, then, his problem with my model selection criterion was that, 

because I used unorthodox and/or incorrect econometric procedures, the “formal 

statistical tests” which I ran were not valid. But the same criticism would be equally true 

of the alternate model selection criteria which he suggested in his response to 

USPS/GCA-7(c). all of which are based on “formal testing procedure[s].” 

Ultimately, neither Dr. Kelejian nor Dr. Clifton indicated which, if any, of the alternate 

models which I presented in LR-L-65 would have been a better model than the equation 

which I finally presented in my testimony. In fact, Dr. Clifton simply adopted my First- 

Class single-piece letters equation as the basis for his own equation. While raising an 

interesting theoretical issue, it is not clear what of substance can be gleaned from this 

section of Dr. Kelejian’s testimony. 

2. My Choice of a Constant-Elasticity Specification is Correct 

As with Dr. Clifton’s linear specification, my choice of a logarithmic specification is a 

testable hypothesis. This can be tested using the same J-test as I used above to show 

that Dr. Clifton’s linear hypothesis was not correct. 
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hypotheses: 

Ho: In(y) = In(X)p + E 
Hj: Y = X ~ + E  

Where once again, In(X) is shorthand for a matrix where column i is equal to In(xi). 

The test for HI as an alternative to Ho in this case is to add the term [Xp - e'nvc,v], 

Le., the difference between the two fitted values (in levels), as an explanatory variable in 

the Ho equation and test its significance?' 

The equation presented above which closely mirrors the demand equation 

presented in my testimony but which corrects for each of the concerns raised by Dr. 

Kelejian was used to test my specification choice here. The test statistic has a value of 

-1.748 which is highly insignificant." Hence, we cannot reject the null hypothesis, Ho, 

and my choice of the logarithmic specification is justified statistically. 

3. My Use of a Non-Linear Transformation On My Internet Variable is 
Correct 

One can also test whether or not my non-linear transformation of the Internet 

variable was appropriate. Having corrected for all of the concerns raised by Dr. 

Kelejian, one can simply look at my estimate of lambda and its accompanying standard 

error and evaluate these using a standard t-test. The value of lambda was found to be 

equal to 0.122 with a standard error of 0.022883. So, lambda is 5.318 standard errors 

from zero and 38.38 standard errors from one. Hence, we can say with more than 99 

percent confidence that the true value of lambda is indeed different from both zero and 

one. 

As above, the details of this test are taken from Econometric Analvsis, 3d ediiion, by Wlliarn Greene, 20 

pp.460-461. 

As noted earlier, the J-test in this case is a one-sided test, so that any negative coefficient is 21 

insignificant. 0 
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Dr. Clifton asserted repeatedly throughout his testimony that my own-price elasticity 

estimate was biased because of my non-linear transformation of the Internet variable, 

which he termed “arbitrary” because it was not a “properly transformed Box-Cox 

variable” (Response to USPSIGCA-T1-33). As I said above, Dr. Kelejian explicitly 

stated in his response to USPSIGCA-10 that he did not believe that my own-price 

elasticity was biased because of my use of this variable. 

Further, using the re-formulation of a “properly transformed“ Box-Cox variable 

suggested by Dr. Clifton in his response to USPSIGCA-TI-56, I showed above that my 

specification is. in fact, econometrically superior to a traditional Box-Cox specification. 

Nevertheless, in the interest of being as thorough as possible here, I re-estimated 

the First-class single-piece letters equation, incorporating Dr. Kelejian’s suggestions as 

discussed above, using a proper Box-Cox specification. The results are shown below 

comparing my results from my direct testimony, the modified results presented above, 

and results which use a proper Box-Cox specification. The last two columns here 

include AR-corrections for first- and second-order autocorrelation to ensure that all of 

the concerns raised by Dr. Kelejian and Dr. Clifton are fully satisfied. 

Lambda 
USPS-T-7 Modified BOX-cox 

0.122 (3.669) 0.122 (5.318) 0.569 (7.807) 
Discount Elasticity -0.096 (-9.634) -0.083 (-9.537) -0.083 (-9.877) 
Own-Price Elasticity -0.184 (-2.354) -0.175 (-2.917) -0.161 (-2.052) 

D. The Question of Whether or Not the Own-Price Elasticity of First-class 
Single-Piece Letters Has Changed Over Time is an Empirical One 

The essence of Dr. Clifton’s testimony is that the own-price elasticity for First-class 

single-piece letters must be increasing (in absolute value) over time “due both to the 

changing level of postal rates and the changing availability and strength of competing 

substitutes.” (GCA-T-1, page 48, II. 10 - 12) 

Indeed, economic theory suggests that, all other things being equal, a product will be 

more price sensitive the more available and closer are substitutes for that product. 

Hence, if all other things are equal, it could be the case that, as the number and 
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availability of substitutes increases, this will lead to an increase in the own-price 

elasticity of a particular good. In fact, I said just that in my response to USPS/GCA-T7- 

w. 
As I went on to explain, however, in my response to USPS/GCA-T7-8(e), all other 

things are never equal. Because of this, as I said in my answer to USPS/GCA-T7-8(d), 

“[tlhe extent to which two goods are substitutes and the extent to which consumers 

would be expected to substitute between two goods because of changes in the relative 

price of the goods is ultimately an empirical question that can not be answered 

generally, but can best be answered in a specific case via rigorous econometric 

investigation.” 

As I have shown thus far through this testimony, Dr. Clifton does not present any 

useful evidence that can be used to justify his opinion. Clearly, as I have shown, my 

own-price elasticity of -0.184 is far more reliable than Dr. Clifton’s own-price elasticity 

estimates in this case. Moreover, as I explained in section IC, there could be perfectly 

valid theoretical reasons why the own-price elasticity of First-class single-piece letters 

has not increased despite the “changing availability and strength of competing 

substitutes.” 

Nevertheless, the idea that the own-price elasticity of First-class single-piece letters 

may have changed over time, while certainly not the foregone conclusion that Dr. Clifton 

seems to think it is, is nevertheless a plausible hypothesis. It is also a testable 

hypothesis. 

One such test is to estimate the First-class single-piece letters equation over 

various sample periods and examine the resulting own-price elasticity estimates for any 

evidence of changes over time. I presented the results of such an analysis in section 111 

of Library Reference LR-L-65 in this case. The relevant analysis, from page 65-140 of 

LR-L-65, is reprinted here: 
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volOfsp Sum Forecast 
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The numbers shown here are the sum of the own-price elasticity and the 
worksharing discount elasticity, so that the changes in this graph could be due to 
changes in either the own-price elasticity or the discount elastictty. Except for a 
handful of quarters in early 1995 vis-a-vis the equation estimated through 
2005Q2, the coefficient estimates all fall within all of the one-standard-error 
confidence intervals shown here. This seems to support the constant-elasticity 
assumption that we use. 

A more formal test as to whether the own-price elasticity of First-class single-piece 

letters has changed over time is to relax the constant-elasticity assumption on the own- 

price elasticity in the First-class single-piece letters equation. There are several 

examples in my testimony of cases where I have relaxed the constant-elasticity 

restriction when it was deemed appropriate. One such example, which I mentioned 

earlier in this testimony, is the own-price elasticity of Priority Mail, which is modeled as 

having increased with the expansion of FedEx Ground’s market reach in the early 

2000s. Within my First-class single-piece letters equation itself, of course, the 

coefficient on consumption expenditures on Internet Service Providers (ISP) is modeled 

to be increasing (in absolute value) over time due to the increasing depth of Internet 

usage and its impact on First-class Mail volume. 
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To test the hypothesis that the own-price elasticity of First-class single-piece letters 

has increased over time, three different interaction terms were tested on the own-price 

elasticity for single-piece letters (one at a time). 

First, price was interacted with a simple time trend over the entire sample period. 

The time trend had a positive coefficient, which, because the own-price elasticity of 

First-class single-piece letters (like all goods and services) is negative, would suggest 

that the own-price elasticity for First-class single-piece letters is getting & price- 

elastic over time. The t-statistic on this term was 1.07, which is generally not regarded 

as statistically significant. At best, this is evidence asainst Dr. Clifton’s hypothesis. 

Dr. Clifton’s specific argument, of course, was that the own-price elasticity of First- 

Class single-piece letters is increasing primarily because of “the changing availability 

and strength of competing substitutes.” By this, of course, he is referring to electronic 

alternatives to the mail, including, most prominently, the Internet. The impact of the 

Internet on First-class single-piece letters volume is modeled in my demand equation 

through the variable, consumption expenditures on Internet Service Providers. Hence, 

for my second experiment, I interacted the price of First-class single-piece letters with 

this variable, consumption expenditures on Internet Service Providers. The coefficient 

on this variable had a negative coefficient, which is consistent with Dr. Clifton’s 

hypothesis. This variable, however, had no statistical significance at all, with a t-statistic 

equal to -0.08. In fact, the coefficient on this variable was not only completely 

insignificant statistically but was virtually insignificant practically as well. According to 

this model, the own-price elasticity of First-class single-piece letters has increased (in 

absolute value) from -0,172 pre-Internet to -0.178 by the end of 2005. Clearly, the 

evidence here is, at best, extremely weak in support of Dr. Clifton’s hypothesis. 

Dr. Clifton, in his testimony, has suggested that “broadband deepening of lntemet 

usage by households is in fact one of the major reasons online banking and payment of 

bills generally online has been increasing since 2000.” (GCA-T-1, p. 7, II. 9 - 11) 
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Hence, for my final experiment, I interacted the price of First-class single-piece letters 

with the number of Broadband subscribers. As with the ISP variable, the coefficient on 

this variable had a sign consistent with Dr. Clifton’s hypothesis, but this variable also 

had no statistical significance, with a t-statistic of -0.40. This model estimates that the 

own-price elasticity of First-class single-piece letters has increased from -0.165 pre- 

Broadband to -0.1 92 by the end of 2005. 

Ultimately, the evidence from these experiments indicates quite clearly that there 

has been no significant or meaningful increase in the own-price elasticity of First-class 

single-piece letters in recent years. 

IV. Conclusions 

In conclusion, Dr. Clifton, in GCA-T-1 in this case, fails in his stated objective. Not 

only does he not present a better own-price elasticity estimate for First-Class single- 

piece letters than the estimate in my direct testimony, but he does not even present a 

usable own-price elasticity estimate at all. In addition, Dr. Clifton’s analysis of the bill 

payments market and the Postal Service’s position within this market is deeply flawed 

and his criticisms of my First-class single-piece letters equation are completely without 

merit. 

To the extent that Dr. Clifton is suggesting that there is price competition within the 

markets served by First-class single-piece letters, the models presented by myself and 

others on behalf of the Postal Service have suggested the contrary. Clearly, the 

Postal Service competes on price. I believe that the extent of this price competition is 

best reflected by my own-price elasticity estimate for First-class single-piece letters of 

-0.184. 
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CHAIRMAN O W :  This now brings us to oral 

cross-examination. 

One party has requested oral cross. Mr. 

Horwood, you may begin. 

MR. HORWOOD: Thank you. 

CROSS-EXAMINATION 

BY MR. HORWOOD: 

Q Good morning, Mr. Thress. 

A Good morning. 

Q 

Association. 

James Horwood representing the Greeting Card 

On pages 37 to 44 of your rebuttal testimony 

you are arguing that your approach to the worksharing 

discount variable in your single piece demand equation 

is correct and that Dr. Clifton's is wrong. Is that a 

fair summary? 

A Yes. 

Q Okay. And you in effect believe that when 

there is an increase in the worksharing discount there 

is a conversion of single piece mail into workshare 

mail, and that's why the sign in your equation for 

this variable is negative. Is that correct? 

A Yes. 

Q Among other matters you rely on, you cite 

the American Banking Association 2006 Postal Survey, 

Heritage Reporting Corporation 
(202) 628-4888 
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which shows a reduction in single piece mail sent by 

banks and an increase in presort mail sent by banks 

over the 1999 to 2005 period as support for your view 

about the negative sign in the worksharing efficient. 

Is that right? 

A The ABA support is evidence in support of 

the fact that the decision of whether or not to 

presort mail is ongoing and that there continues to be 

conversion. 

Q You impose a restriction in your model that 

single piece will migrate to workshare. Is that 

right? 

A I impose a restriction that the extent to 

which mail migrates between workshare and single piece 

is the same in the single piece equation as is implied 

econometrically in the workshared equation. 

Q What's the empirical basis for that 

assumption? 

A The empirical basis for that assumption 

would be the econometric evidence from the first class 

workshared letters equation. 

Q And that's the econometric evidence based 

upon what period of time? 

A The first class workshared letters equation 

is estimated over a sample period from 1991 through 

Heritage Reporting Corporation 
(202) 628-4888 
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2005. 

Q Okay. If we consider the situation say 25 

years ago, there was a lot of single piece mail that 

was not being workshared that had the potential for 

being workshared. Is that right? 

A That would be true. 

Q Is that declining over time? 

A Yes. 

Q So it's not your position that the same 

relationship that held say 25 years ago is the 

relationship that exists today? Is that right? 

A That would be true, and 25 years ago 

predates the sample period for both my first class 

single piece and workshared letters equation. 

Q Okay. When you look at that period of time 

do you weight it more heavily towards the recent 

years, or do you just use a period of time over the 

entire time series? 

A The way that the impact is estimated in the 

workshared letters equation is explained in my 

testimony I believe on page 53. 

We start on page 53 where I derive the 

implication that the amount of volume which leaves 

workshared should equal the amount of volume which 

enters single piece under the assumption of an 

Heritage Reporting Corporation 
(202) 628-4888 
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increase in the discount. 

If we go to the top of page 54, the equation 

which I get - -  

Q Can I interrupt just a second? Are you 

talking about your rebuttal testimony or your direct 

testimony? 

A I'm sorry. I'm in my direct testimony. I'm 

on page 54 of my direct testimony. 

Q Thank you. 

A I'm sorry. A lot of paper here I know. Can 

I go ahead, or do you want to find it? 

Q Yes. 

A Okay. On the top of page 54, "The equation, 

the B, which is the elasticity coefficient for 

workshared, is equal to the negative B in the single 

piece divided by the ratio of the volumes for 

workshared. " 

I go on to say here, "This ratio of the 

volumes varies over time, which implies that !3 SP 

and/or !3 WS also varies over time. 

of the volumes" - -  this is the volume of workshared 

divided by the volume single piece - -  "has grown over 
time. 

In fact, the ratio 

"Hence, the value of B SP must also have 

grown over time relative to !3 WS. Mathematically this 

Heritage Reporting Corporation 
(202) 628-4888 
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could be accomplished either through an increase in 

the value of is SP over time or by a decline in the 

value of 15 WS over time (or both) . ' I  

The latter of these options, a decline in 

the value of is WS, that is the impact of it changing 

the discount on workshared volume in the workshared 

equation. A decline "seems more plausible," I say, 

and here I'm on page 54 of my direct testimony. I'm 

on line 8 .  

"As more and more mail shifts from single 

piece into workshared, the volume of mail left as 

single piece mail that could possibly shift as a 

result of subsequent increases in the worksharing 

discount decreases. Hence, one might reasonably 

expect the percentage increase in workshared volume 

due to changes in the worksharing discount to decline 

as the ratio of workshared to single piece mail 

increases. I' 

The demand equations used here are log/log 

equations in the following form, and I show my 

equations. Resuming text on line 18: 

"The worksharing discount is divided by the 

ratio of workshared to single piece letters in the 

workshared letters equation and by the ratio of 

workshared to single piece cards in the workshared 

Heritage Reporting Corporation 
(202) 628-4888 
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cards equation. Hence, the coefficient from the 

workshared equation can be used as a constraint in the 

parallel single piece equation." 

So in fact the functional form - -  if that 

didn't make sense, the functional form that I'm using 

assumes that the impact of changes in the worksharing 

discount on workshared letters volume is decreasing 

over time precisely because there is less potential 

conversion mail out there over time. 

I think that answers your question. 

Q Do you know apart from this explanation that 

if the data is run endogenously through your model 

that the sign that would emerge for the worksharing 

discount would be positive rather than negative? 

A In  the single piece letters equation or in 

Can you repeat the the workshared letters equation? 

question? 

Q Single piece. 

A In the single piece letters equation if I do 

not impose this tocastic restriction I get an 

insignificant positive coefficient on the average 

first class worksharing discount. 

Q 

A I mean, it's not statistically different 

And when you say insignificant? 

from zero. 

Heritage Reporting Corporation 
(202) 628-4888 
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Q Okay. What is it? 

A To be honest, I don't recall off the top of 

my head. 

Q On page 37, line 23, starting on line 23, 

you are suggesting that what Dr. Clifton did was to 

try to think of an ex post rationale for the final 

coefficient. Is that a fair characterization of your 

testimony? 

A That would be a fair characterization of my 

testimony. 

Q What's your basis for saying that Dr. 

Clifton tried to think of an ex post rationale? 

A Admittedly it's speculation on my part. Dr. 

Clifton's approach to estimating the first class 

single piece letters equation appears to have been to 

take my equation and correct in his mind for the 

objections raised by Dr. Kelejian in such a way SO as 

to find an own price elasticity that was greater than 

mine. 

One of Dr. Kelejian's objections was the way 

in which I estimated the discount elasticity in the 

first class workshared letters equation, which served 

as to tocastic restriction. It appears to me that Dr. 

Clifton's solution to that criticism was to eliminate 

the tocastic restriction, the result of which is a 
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positive coefficient on the worksharing discount, 

which to my mind does not make sense for the reasons 

I've explained. 

Let me put it this way. I would be 

surprised if Dr. Clifton went into the exercise with 

an expectation that it made sense to have a positive 

first class worksharing discount in the first class 

single piece letters equation, and I don't believe he 

would have found that result and used that result had 

he not been starting from my equation. 

I could be wrong about that. It's pure 

speculation on my part. The point at which he came up 

with the rationalization to my mind doesn't change the 

appropriateness of the rationalization, which I think 

I go on to explain fairly well why that particular 

explanation doesn't make sense. 

Q I'd like to read you some statements made by 

the Major Mailers Association responses to Notice of 

Inquiry No. 3 to see whether you agree with those 

particular statements. Let me just hand you a copy. 

I might say introductorily that while I am 

going to be referring to these comments, GCA isn't 

endorsing the final conclusions raised by or reached 

by the Major Mailers Association dealing with 

delinking, but I think we do agree with some of the 
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factual assertions raised. 

Let me first ask you, Mr. Thress, whether 

you know who the Major Mailers Association are? 

A I'm vaguely familiar with their existence 

and what they do. 

Q And their large, bulk first class workshared 

mailing represents - -  

A Yes. 

Q Okay. The first quotation I'd like you to 

look at is the statement on page 4 where the Major 

Mailers say that the first class workshared market 

looks nothing like it did when the first presort 

discount was implemented. 

Do you agree with that statement? 

A Yes. 

Q And on page 8 Major Mailers Association 

says, "These facts and analyses indicate the first 

class workshared market is now fully mature, and that 

other powerful market forces such as the rapid rise in 

on-line transactions are eroding the preeminent 

position the Postal Service held for over three 

decades in the delivery of financial documents 

(account statements, bills and payment remittances) . "  

Do you agree with that statement? 

A Having never read this document before, I'm 
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not entirely sure what the Major Mailers Association 

means by the first class workshare market is now fully 

mature. I certainly would agree with everything after 

the comma. 

Q There's another statement on page 8 that 

says, "Today and for the foreseeable future relatively 

few single pieces. . . 'I - - 
A Where are you there? 

Q Let's see. It's the last two lines of the 

first full paragraph. 

A On what page? 

Q Page 8, the last two lines. 

A I don't see the phrase, "Today and for the 

foreseeable future . . ."  Wait. I do. Okay. I'm 

sorry. Looking at the wrong paragraph. Got it. 

Q "Today and for the foreseeable future 

relatively few single piece letters have the potential 

to convert to worksharing." 

Do you agree with that'statement? 

A Well, again having not read this document 

before, relatively being a subjective term, certainly 

if the comparison being made is today relative to the 

early history of worksharing in the late 1970s and 

early 1980s then absolutely, yes, I would agree with 

that statement. 
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Q Can you quantify that in any respect? How 

much is left to convert on a percentage basis? 

A No, I really can't quantify that. I mean, I 

can tell you - -  I can throw numbers at you. Twelve 

percent of bank mail apparently is still single piece. 

In theory, some portion of that could still be 

convertible. 

The Household Diaries Study suggests that 

mail from nonhouseholds to households in 2005, I 

believe approximately 69 percent of that mail was 

workshared, which again means relative to the late 

1970s and early 1980s when perhaps 10 or 15 percent of 

that was workshared obviously you have relatively less 

potential, but I would have no way of knowing what 

percentage of that remaining 31 percent could 

potentially be presorted. 

You know, if Ms. Bell manages to grow her 

business and find all those other businesses that are 

still sending things as single piece, then she could 

well convert a large portion of that. 

It's going to be a much smaller amount than 

what we saw converting 20 or 30 years ago, but 20 or 

30 years ago was a different world, as the MMA said 

and as I recognize, which is why I estimate my first 

class workshared letters equation only beginning as 

Heritage Reporting Corporation 
(202) 628-4888 



8 

9 

10 

11 

12 

13 0 14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

13088 

recently as 1991 because I recognize that what 

happened in the 1980s isn't applicable to necessarily 

what's going to happen in the future. 

Q Is the residual of first class mail that is 

likely to move to workshared less likely to move to 

workshared than first class mail single piece that's 

already moved? 

A Sort of tautologically, I think, if it was 

more likely to move. I mean, mail that moves I 

suppose to a certain extent, yes, was more likely to 

move, but that doesn't mean that the other mail could 

move over time. 

It could be as businesses grow their 

business and get more mail - -  for example, Ms. Bell 

says she only accepts 2 0 0  pieces. If there's a 

business in Tampa that's currently sending 150 pieces 

of mail a day and the business grows a little bit and 

now they start sending 200 there's a potential 

customer for MS. Bell, and there's potential workshare 

mail for the Postal Service. 

Q A couple other statements in the Major 

Mailers Association's comments I'd like to ask you 

about. 

The next one is on page 9 beginning right 

below the title in the middle of the page where it 
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says Question l(b), and NO1 No. 3 asked about the 

potential for workshared mail to revert to single 

piece mail. 

"Between the 1970s and the early part of the 

1990s the answer to this question might have been yes. 

Since then, answering this question has become more 

complicated. Today at least for the majority of first 

class workshared mail the answer is a resounding no. 

"When the workshared discount was initiated 

and for almost two decades thereafter mailers' choices 

were extremely limited. Essentially the Postal 

Service was the only game in town for the vast 

majority of workshared mailers. 

amazingly rapid acceptance of the internet and email 

represents a see change. 

The advent and 

"The internet and email are perfectly suited 

for delivery of financial statements and for bill 

presentation and payment, the mainstays of first class 

workshared letters for the Postal Service." 

Do you agree with that statement? 

MR. KOETTING: Could you be more precise as 

to which part of that? 

statements that you just read. 

that you would ask the witness about, or can we break 

it down some way? 

I mean, there were a lot of 

Anything in particular 
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MR. HORWOOD: We can break it down and ask. 

BY MR. HORWOOD: 

Q The first thing I ask is can you answer it 

as is? If not, I'd be glad to break it down. 

A Well, the one sentence here that I would be 

reluctant to agree with - -  not that I disagree with 
it, but that I simply have no basis for either 

understanding their basis for the statement or having 

any independent basis for concluding it - -  would be 

the sentence, "Today at least for the majority of 

first class workshared mail the answer is a resounding 

no. It 

I mean, again it seems clear to me that if 

the focus in particular is on individual mailers who 

send their mail through a presort bureau it seems 

clear to me that if the Postal Service were to shrink 

first class worksharing discounts this would cause, 

again to personalize to Ms. Bell because she was here 

right before me, Ms. Bell would have to potentially 

offer lower discounts to her potential mailers in 

order for her to be able to afford to run her 

business. 

If she raises her prices, economic theory 

says that some of her clients may choose not to take 

advantage of her services therefore, and there's every 
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reason to believe that in those cases those mailers 

would revert back to their old ways of sending their 

own mail and paying full postage rates for it. 

Q How about electronic diversion? 

A Electronic diversion is a bigger and more 

real threat now than it was 20 years ago. Yes, 

absolutely. I agree with that. 

Q The final matter I'd like to ask you whether 

you agree with is on page 11 of the Major Mailers' 

comments in response to the NOI, and it says, 

"Accordingly, unlike decades past, simplistic 

assumptions about the potential for workshared mail to 

revert to single piece simply are not relevant to 

informed rate making in the electronic age.'' 

I take it you don't agree with that 

statement? 

A No, I would not agree with that sentence. 

Q Okay. 

A And I would point out that the Major Mailers 

go on to say, "If the Commission were to reduce or 

eliminate discounts, first class workshared letters 

would revert to single piece," which is exactly 

consistent with my equation. 

They go on to emphasize "but only 

temporarily," because eventually those mailers would 
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convert to electronic diversion, again which is 

consistent with my testimony which shows that 

electronic diversion is a continuing threat to first 

class, both single piece and workshared letters, the 

volumes of both of which are projected to decline over 

time because of the increasing impact of electronic 

diversion. 

To that extent beyond that first sentence in 

that paragraph nothing the Major Mailers Association 

says in that paragraph is inconsistent with my 

testimony in this case. 

Q In fact, if there were a reversion to single 

piece it would likely be just over the short run? Is 

that right? 

A My model projects first class single piece 

letter volume to continue to decline for the 

foreseeable future because of electronic diversion. 

If in fact you were to lower discounts, yes, 

my model would say there would be a short term spike, 

if you will, of mail migrating back to single piece 

and that once absorbed into single piece that mail and 

all the other mail that was already in single piece 

would continue to be eroded by electronic diversion. 

Q Are you familiar with the definition of 

residual mail that worksharing mailers use? 
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A My understanding of that would be that would 

be the portion of a mailing that has to be sent as 

first class single piece for whatever reason. 

Q Is it mail that's been barcoded and 

presorted, but doesn't qualify for workshared 

discounts because of certain address requirement 

deficiencies? Would that be part of it? 

A You know, to be honest I'm not necessarily 

an expert on the specific requirements. I thought if 

mail was barcoded and presorted it qualified for 

workshared, but presumably, sure. 

Q If I said I was done with the statements 

from the MMA comments, I just have one other to ask 

you to look at and that's on page 8. I would ask you 

whether or not you agree with it. This is the fourth 

line from the bottom of the text. 

"Ten years ago this residual mail 

constituted five percent of their workshared mail. 

Today'it ranges from under one percent to two 

percent. '' 

Did you agree with that statement? 

A I have no basis for having an opinion on 

that statement. 

Q Do you agree, Mr. Thress, that the way in 

which your model works is to estimate amounts of 

Heritage Reporting Corporation 
(202) 628-4888 



13094 

electronic diversion regardless of Postal prices? 

That's the way the model works? Is that right? 

A My model estimates the impact of electronic 

diversion and Postal prices within a single equation, 

so the electronic diversion estimate is estimated 

holding the effect of Postal prices constant, and 

likewise the effect of Postal prices is estimated 

holding the impact of electronic diversion constant. 

Q If we were to change the input price for 

first class letter mail from 42 cents to $1, would the 

amount of estimated diversion be the same regardless 

of the price? 

A The amount of first class volume would 

certainly be far less if the price were $1 than if the 

price were 42 cents. My model doesn't make any 

explicit assumptions about what happens to that mail. 

Q I didn't ask about volume. I asked about 

diversion. Would the amount of diversion - -  

A Well, diversion is volume. I mean, as I use 

the term diversion I intend it to mean mail volume 

which is diverted to something else. 

diversion would be mail volume that is diverted to 

electronic alternatives. 

Electronic 

If you raise the price from 42 cents to $1, 

my model says there would be far less volume, which by 
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my understanding of the term would imply that far more 

volume is being diverted. 

My model doesn't explicitly say what 

happened to that mail, whether it ceases to exist or 

whether it goes to some alternative, the demand for 

which I have not modeled. 

Q Doesn't your model estimate specific amounts 

of volume electronically diverted? 

A My first class mail equations include 

explicit internet variables, and those variables have 

explicit impacts 

I do in my direct testimony, and I think I 

repeat for single piece letters in my rebuttal 

testimony. I do have tables which attempt to, yes, 

isolate the specific factors and how those factors tie 

together to drive my final forecast so in that sense, 

yes, my internet variable is not a function of the 

price. 

Econometrically I do not include a specific 

variable which interacts the internet and price. 

That's true. Nevertheless, it remains the case that 

if the Postal Service were to begin to charge $1 for a 

first class single piece letter my model would 

correctly indicate that there would be far less volume 

because mailers would divert their mail away from 
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first class because of the price increase. 

Q But your own price elasticity doesn't change 

as the price changes. Is that right? The volume 

changes because the own price elasticity is multiplied 

times a different volume? 

A Yes. In my model, yes, the own price 

elasticity is held constant. 

Q And I believe you had indicated in response 

to a question of mine when you appeared on your direct 

testimony that if we were talking about a very 

different price increase than what we've been looking 

at you would then go back and reevaluate whether your 

model was still appropriate. Do you recall that? 

A Yes. I mean, econometric models are 

technically valid within the data rate of the data 

over which it's estimated, so if price moves outside 

the historical range that real prices have been in 

then, yes, the reliability one can place on any 

econometric model lessens. 

Certainly if the Postal Service were 

proposing to raise the price to $1 that might have a 

different effect than simply raising the price to 42 

cents, which keeps the real price of first class mail 

well within the historical ranges that we've seen for 

first class mail. 
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Q Would it be possible to design a model that 

does not estimate or eliminate electronically diverted 

mail? 

A I don't understand your question. I mean, 

is it possible to estimate a first class single piece 

letters equation that does not explicitly include any 

variable which relates to the internet or electronic 

diversion? Yes, it would be possible to do that. 

That would be a very poor equation and would 

likely do a very, very bad job of explaining the 

history we've seen of first class single piece letters 

volume particularly since 2000 when volume has very 

clearly begun to be significantly affected by 

electronic diversion. Likewise, such a model I 

presume would give terrible forecasts for the same 

reason. 

Q If the first class volumes that your model 

excludes from consideration are instead included in 

the mix, you would assume the hypothetical would show 

an increased elasticity for first class mail. 

correct? 

Is that 

MR. KOETTING: I don't object to that 

question. I'm not sure where counsel is getting the 

notion that some first class volume is excluded from 

consideration in the model, so I think it assumes a 
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fact contrary to evidence. 

MR. HORWOOD: Okay. That's a hypothetical 

assuming you don't have the ISP variable that would 

exclude volumes. 

MR. KOETTING: Once again, I don't think 

that the ISP variable on the right-hand side of the 

equation determines the volumes that are on the left- 

hand side of the equation. There's no volume that's 

excluded . 

MR. HORWOOD: I'm asking the hypothetical 

question assuming that the model excludes volumes from 

consideration. 

BY MR. HORWOOD: 

Q What you said was it would be possible to 

design, but you didn't think it was an appropriate 

volume. Would that show an increased elasticity? 

A I don't understand what you're asking. I 

don't understand what volume you're asking about 

that's being excluded from consideration. 

Q Okay. Don't you postulate that the volumes 

that are subject to electronic diversion are the most 

price sensitive volumes? 

A I offered that as a possible hypothesis at 

one time, but I've never stated that with any degree 

of certainty. 
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Q Isn't that basically what you're saying on 

page 13 of your rebuttal testimony? I'm referring to 

your answer on lines 21 through about 23. 

A I'm sorry. What lines are you on? 

Q Lines 21 to 23. 

A Again, my hypothesis is that the 

introduction of a new production may induce more price 

elastic consumers to shift to the new product leaving 

the average price elasticity associated with the 

existing product unchanged or even lower than before 

is consistent with economic theory. 

This is the hypothesis. In that sentence I 

don't make reference to mail. In that sentence the 

only product I make reference to is drugs, and I go on 

on page 15 at line 13. I explicitly say, "I am not 

asserting that the bill payment delivery market 

necessarily faces a similar bifurcated market demand." 

I have made no particular hypothesis. I 

have made no definitive statement as to why the own 

price elasticity of first class single piece letters 

has been constant over the sample period over which I 

estimate. 

In my testimony I have shown that 

econometrically the overwhelming econometric evidence 

indicates that in fact the own price elasticity of 
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first class single piece letters has been constant 

over the sample period over which I estimated, and 

this is one possible theory as to why such a thing 

could be possible. There may be other possible 

theories, and those other possible theories may be 

more or less applicable to first class single piece 

letters mail. 

If you're asking me about the own price 

elasticity of would-be mailers who do not in fact 

mail, there's simply no way to answer the question of 

what their elasticity is with respect to the price of 

mail given that their current mail volume is zero and 

presumably their mail volume after the Postal Service 

raises rates to 42 cents or whatever the Commission 

decides would continue to be zero. That provides no 

basis for estimating a price elasticity. 

Q What was the purpose of your testimony on 

page 13 of your rebuttal testimony referring to the 

impact on generic drugs? 

A The purpose of this - -  

Q The price elasticity of branded drugs. 

A The purpose of showing this, in fact, of the 

price elasticity of branded drugs was to show another 

example which has been looked at in the economics 

literature and has been evaluated and has an economic 
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fact result in an increase in the own price 

elasticity. 
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the 

not in 

Again, it's simply anecdotal evidence. The 

drug example specifically is simply anecdotal evidence 

to reinforce my argument that the mere existence of 

alternatives does not automatically mean the price 

elasticity has got to go up. 

The price elasticity is an empirical number. 

The best way to evaluate what the own price elasticity 

of first class single piece letters is is to run a 

rigorous, well-specified, well-estimated demand 

equation for the volume of first class single piece 

letters, which is what I have done. 

Based on that, the own price elasticity of 

first class single piece letter mail is negative 

0.184. 

Q You're familiar with Postal Service Witness 

Bernstein's testimony in this proceeding? Is that 

right? 

A Yes. 

Q Is it fair to say that in the area of 

electronic bill payment Mr. Bernstein finds that the 

amount of electronic diversion is directly correlated 
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to the consumer's degree of education and income? 

A I don't recall specifically where he would 

have said that in his testimony, but I believe that 

that correlation is as you described, yes. 

Q Is it also fair to say there is less 

electronic diversion associated with those consumers 

who lack broadband access? 

A Yes. 

Q And is it fair to say that those who lack 

broadband access are typically the less educated and 

less affluent consumers? 

A I don't know that I've specifically looked 

at the demographic characteristics of broadband users, 

but what you say seems reasonable. 

Q So with respect to first class mail and on 

that assumption the less price sensitive consumers are 

those who also happen to be the less educated and less 

affluent. Is that right? 

A Again, I have not said that. I've nowhere 

said that broadband users are more or less price 

elastic with respect to the price of first class mail. 

Do you have an opinion one way or the other? Q 

A I really don't. You know, again the entire 

basis of my testimony here is that elasticities are an 

empirical matter, and I really think that i t ' s  
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dangerous to speculate about potential differences in 

elasticity based on one characteristic which 

implicitly holds all else constant without thinking 

through the implications of that assumption. 

You're holding all else constant, so I 

really would not want to hazard an opinion on that 

question. 

Q Okay. Changing subjects, on page 12 of your 

rebuttal testimony you state that the Postal Service 

remains competitive within the payment delivery 

market. Do you see that? 

MR. KOETTING: Is there a line number? 

THE WITNESS: Is there a specific line 

you' re ref erring to? 

MR. HORWOOD: Line 11. 

THE WITNESS: Line 11. I'm saying that the 

Postal Service providing means by which ways of 

reducing the nonpostage price of paying by first 

mail can help 'the Postal Service to remain 

competitive. 

BY MR. HORWOOD: 

Q Are you saying that doesn't mean that 

saying that it is remaining competitive? 

A Yes, that would be true. I mean, the 

question of whether the Postal Service remains 
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competitive within the payments delivery market 

ultimately depends on what you mean by competitive. 

I mean, as I show, the Postal Service 

retains a majority of the market share in that market 

as I have defined it. Presumably one could logically 

infer from that that the Postal Service remains 

competitive. 

On the other hand, I have also shown that 

the Postal Service's market share declined from 75 

percent in 2002 to 67 percent in 2005, which certainly 

indicates that the Postal Service is losing market 

share, and again depending on how one defines 

competitive one could certainly draw the logical 

inference from that that the Postal Service is less 

competitive in 2005 than they were in 2002. 

Whether they remain competitive again 

depends on what you mean by the word competitive or 

perhaps by what you mean by the word remain. 

Q All right. You do expect the market share 

that the Postal Service retains will decline over 

time? 

A I do expect it to decline over time, yes. 

Q And do you think that the change over the 

last few years is indicative of the anticipated change 

over the next few years? 
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A Yes. 

Q We're looking that within the next five or 

six years the Postal Service's share of that market 

would be less than 50 percent. Is that right? 

A If one were to simply do a straight line 

extrapolation of what we've seen over the last three 

years, they go below 50 percent I want to say seven 

years from now. 

You know, I have no basis for making a 

specific estimate of that. It's not the purpose of my 

testimony to explicitly forecast bill payments by 

first class mail. 

I'm focusing on first class single piece 

letters as a whole, and first class single piece 

letter volume as a whole is projected to continue to 

decline, my recollection is, at similar rates to what 

we've seen it decline over the last say five years. 

Q Do you have an opinion as to whether first 

class letter mail is competitive in the payments 

market, competitive with other providers or other 

sources of delivery? 

A Well, I'm going to go back to my previous 

answer and say it depends on what you mean by 

competitive. 

market share as I define it. 

The Postal Service has a majority of the 
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Q Does it have a large enough share of the 

market that it's a price setter? 

A I don't know. 

Q Let's shift into some econometric questions. 

A Okay. 

Q On page 61 of your rebuttal testimony you 

refer to Professor Kelejian's interrogatory response 

to USPS/GCA-7(c) where he mentions three types of 

tests. Those tests are a Bayesian odds approach, a 

nesting of two models approach and a so-called J test. 

Is that correct? 

A Yes. Those would be the three he mentioned, 

yes. 

Q And would you agree that those are all 

formal model tests? 

A Yes. They are formal testing procedures. I 

agree with that statement. 

Q And on page 61 of your rebuttal testimony 

are you suggesting that a modeler should not employ 

formal testing? 

A No. No. Assuming you're looking at the 

paragraph that begins on line 14, which I believe is 

where I make reference to what you're talking about. 

Q Yes. 

A To paraphrase then, as I understood Dr. 
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Kelejian his problem with my model selection criterion 

was that because I used unorthodox and/or correct 

(sic) econometric procedures, the "formal statistical 

tests" which I ran were not valid. 

Dr. Kelejian's critique is that obviously 

instead I should have used orthodox and correct 

econometric procedures, and to the extent that one is 

supposed to use correct and orthodox econometric 

procedures I certainly agree with Dr. Kelejian in 

theory there. 

My point here is that if the objection to my 

selection criteria was the fact that the model that 

you're evaluating is wrong that that particular 

objection applies to any formal testing procedure 

because the specific problem with using unorthodox and 

incorrect econometric procedures as I understood Dr. 

Kelejian and as I understand econometrics in general 

is that using incorrect procedures invalidates formal 

statistical tests. Therefore, it invalidates any 

formal statistical test. 

A mean squared error selection criterion is 

also a formal statistical procedure, and I don't 

believe Dr. Kelejian ever suggested that it wasn't. 

He suggested that it was inappropriate because my 

model was unorthodox or incorrect. 
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Q Do you agree that you shouldn't be 

evaluating things on unorthodox models? 

A Any formal statistical test is valid under a 

set of assumptions which underlie that statistical 

test. 

As I understood Dr. Kelejian's objection to 

my use of the mean squared error, a mean squared error 

test looks at the residuals, and the residuals from a 

generalized least squares equation have certain 

properties which rely upon certain assumptions which 

underlie the generalized least squares framework. 

His objection was that those assumptions 

weren't necessarily valid for my model, and therefore 

means squared errors as a selection criterion may not 

be valid because the underlying assumptions are not 

true, which need to be true in order for that 

selection criteria to be valid. 

That was my understanding of what Dr. 

Kele j ian said. 

Q Throughout your testimony you discuss formal 

model tests that you're now running in order to defend 

your model. Is that right? 

A Throughout my testimony I conduct a series 

of formal model tests. Yes, I do. 

Q For example, on pages 47 and 48 you discuss 
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a J test that you ran to compare your model with Dr. 

Clifton's, his one-year specification versus log 

specification. Is that right? 

A Again, on page 48 - -  the J test I run on 
page 48 compares Dr. Clifton's equation with a 

logarithmic specification of Dr. Clifton's equation. 

Q And was this in order to determine which of 

two alternative models is the better econometric 

model? 

A Yes. The specific purpose of the J test on 

page 48 was to evaluate whether Dr. Clifton's linear 

specification was appropriate statistically or if in 

fact a logarithmic specification would have been more 

appropriate. 

Q Is the essence of part of Dr. Kelejian's 

testimony criticizing your work because you failed to 

use any formal model testing to determine which, if 

any, of the 20 test models was the best econometric 

model? 

A Yes. That's what I understood it to be, 

yes. 

Q When you ran a number of J tests for 

purposes of your rebuttal testimony did you go back 

and run a J test of your 20 experimental models? 

A I did not, no. 
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Q Why not? 

A Because ultimately the purpose of my 

testimony was not to reestimate the first class single 

piece letters own price elasticity. 

The purpose of my testimony was to rebut Dr. 

Clifton on price elasticity, and Dr. Clifton's own 

price elasticity is based, you know, using as its 

starting point my first class single piece letters 

equation, not any of the 20 alternatives that were in 

my choice trail. 

Q Had you subjected any of your 20 test models 

to testing, it might have shown that the model you're 

relying on is not the correct forecast model. Is that 

right? 

A I don't think so. 

Q Why not, if you didn't do the test? 

A Because to the extent that Dr. Kelejian's 

criticism of mean squared error is based on the fact 

that my econometric procedures render formal testing 

invalid he would be equally critical of me running 

formal statistical tests on any of my equations in 

that library reference and so I don't - -  it's my 
opinion that Dr. Kelejian would not necessarily accept 

the results of any such test anyway. 

To the extent that a J test, which is the 
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test I used in my procedures here, is essentially 

looking at whether an alternative specification 

provides additional information in terms of minimizing 

the sum of the square residuals, it's not at all clear 

to me why you would expect the results of such a test 

to be at all different from a test which simply 

minimizes mean squared error, which I already 

employed. 

Q When you testified on direct I had asked you 

whether or not you were familiar with any literature 

that supported a least mean squared error test. 

You indicated that you thought there was 

literature, but you couldn't identify any. Is your 

testimony any different today? 

A Not really. I mean, if you go to an 

econometric textbook - -  the one I use is Econometric 

Analysis by William Greene, and I have both the third 

and the fifth editions sitting on my desk at my 

off ice. 

You know, he goes through model selection 

criterias, and he includes mean squared error and R 

squared as sort of the starting point, and then he 

moves on from there to explain some of these other 

things that Dr. Kelejian suggested, so, you know, it's 

out there as a model selection criteria. 
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I'm not familiar with any specific academic 

econometric papers which evaluate various model 

selection criteria in any kind of formal way which may 

take a particular stand on mean squared error, so in 

that sense I guess my testimony would be similar at 

least to what I said on direct. 

Q Okay. It is true though that you didn't use 

any formally accepted test as the basis for selection 

of your 20 models? 

A No, that's not true at all. I used mean 

squared error. I explained in great detail the 

process by which I chose which of my models to use. I 

explained it in general on I believe pages 128 and 129 

of Library Reference L-165 in this case. 

Q Yes. 

A And I explained it in painstaking detail and 

went through the specific choice analysis I made with 

respect to first class single piece letters in my 

response to GCA/USPS-T7-14(c), and the analysis was 

based on mean squared error, which, as I say, is 

recognized by William Greene in Econometric Analysis, 

third and fifth edition, as a model selection 

criterion. 

Q I was asking you whether you subjected it to 

formal testing. For example, you mentioned that Dr. 
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Kelejian criticized you for not pointing to something 

like a Bayesian odds approach, a nesting of two models 

approach or a J test. 

You didn’t do any of those kinds of tests, 

did you? 

A I didn’t do any of those things, but my 

objection is to your attempting to characterize that 

as the universe of potential formal statistical tests. 

Again, a simple comparison of mean squared 

errors is formal in the sense that one has a statistic 

which has formal statistical properties and one makes 

a formal statistical comparison. 

Q You didn’t make a formal comparison of the 

means squared errors test versus the other kind of 

tests that you considered. Is that right? A formal 

comparison. 

A I made a formal comparison of every equation 

which I estimated for first class single piece letters 

in my Library Reference USPS-LR-L-65. 

those I made a formal comparison of the means squared 

errors of the equations. 

In each of 

CHAIRMAN OMAS: Excuse me, Mr. Horwood. May 

I inquire as to how much longer you have to cross this 

witness ? 

MR. HORWOOD: Probably a good bit of time. 
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Maybe a half an hour or 45 minutes. 

CHAIRMAN OMAS: Why don't we take our 

midmorning break and see if we can make some decision 

with the orchestra downstairs as well. That 

background noise is not helping the situation. 

Why don't we take a break for about 10 

minutes and come back at 11:10? Where is Ms. 

McKenzie? Is that correct, Ms. McKenzie? 

(Whereupon, a short recess was taken.) 

CHAIRMAN OMAS: Mr. Horwood, you may 

continue. 

MR. HORWOOD: Thank you, Mr. Chairman. 

BY MR. HORWOOD: 

Q Mr. Thress, the 20 models that you looked at 

are all nonnested models. Is that right? 

A I believe so. I don't remember the 

specifics of all 20 off the top of my head, but in 

general they were nonnested models, yes. 

Q I'd like to show you a copy of Dr. Greene's 

third edition book that you've referred to. In 

Section 7.10 he has a section referring to choosing 

between nonnested models. 

I would like you either to leaf through that 

or to accept subject to check that when he talks about 

choosing between nonnested models he lists three ways 
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of choosing - -  the Bayesian test, the J test and the 

Cox test - -  and that's all he refers to. Would you 

agree or accept that subject to check? 

MR. KOETTING: Mr. Chairman, the Postal 

Service would request that the witness be allowed to 

take the time to check through the text that's just 

been provided and respond accordingly. 

CHAIRMAN OMAS: Are you meaning to come back 

at another time or to allow him five or 10 minutes 

now? 

MR. KOETTING: I don't think it'll be five 

or 10 minutes, but I think rather than simply 

accepting it subject to check that he - -  

CHAIRMAN OMAS: That's fine. Mr. Thress, 

please read through it and let us know when you're 

ready. 

(Pause. ) 

THE WITNESS: Okay. Can you repeat the 

question? 

BY MR. HORWOOD: 

Q Sure. In that section f o r  testing among 

nonnested models it lists three methods of testing - -  
the Bayesian test, the J test and the Cox test. 

that right? 

Is 

A Yes. 
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Q And it doesn't list the least mean square 

error as a basis for selecting among models, does it? 

A Not in this specific section, no. 

Q And that is the section that relates to 

selection among models. Is that right? Selection 

among nonnested models. 

MR. KOETTING: I'm going to object to that 

question. 

If Mr. Horwood is asking the witness if 

that's the section of the book that is relevant, that 

the witness has looked at the one part of the book he 

referred him to, but I don't think he can characterize 

that as being the only part of the book that's apropos 

to the exercise at hand. 

MR. HORWOOD: Let me recast it. 

BY MR. HORWOOD: 

Q What is the title of that section? 

A Choosing Between Nonnested Models. 

MR. HORWOOD: Thank you. I have another 

line of questions relating to the Greene text and 

specifically the sections referred to. 

Mr. Chairman, I'd like to have marked as a 

cross-examination exhibit, and I think this would be 

GCA-XE-2 - -  I think this is just our second one - -  a 
copy of - -  
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CHAIRMAN OMAS: I don't think I remember the 

first. Did you do that this morning? 

MR. HORWOOD: No. That was in connection 

with Mr. Thress testimony the first time. No. It was 

actually Mr. Bernstein's testimony. 

CHAIRMAN OMAS: Okay. Fine. Without 

objection. So ordered. 

MR. HORWOOD: This is a document consisting 

of just the cover page to Econometric Analysis, Third 

Edition, by William H. Greene, and it contains five 

pages of text, pages 458 through 462. 

(The document referred to was 

marked for identification as 

Exhibit No. GCA-XE-2 and was 

received in evidence.) 

BY MR. HORWOOD: 

Q Mr. Thress, are these the pages of the 

ne text that you refer to in your rebuttal 

testimony on pages 47 and 48? I'm looking 

specifically at footnote 9 on page 48. 

A The footnote refers specifically to pages 

460 and 461 of what you just passed out, yes. 

Q Please describe the dependent variable in 

your J test. 

A On page 48? 
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Q The J test that you employ. What is the 

dependent variable? 

A Well, on page 48 the dependent variable 

would be the volume of first class single piece 

letters per adult per business day, and in the 

alternative hypothesis the dependent variable would be 

the natural logarithm of the volume of first class 

single piece letters per adult per business day. 

Q Would it be fair to characterize the 

dependent variable as being the difference in the 

fitted values of the dependent variables based on the 

two models? 

A I'm sorry. What? 

Q Would it be fair to say that your variable 

is the difference in the fitted values of dependent 

variables based upon the two models? 

A The test variable that I use as a right-hand 

side variable in employing my J test, yes, would be 

the difference in fitted values. That would be 

correct. 

Q Okay. In the framework of the J test you 

employed, suppose we call the dependent variable in 

your null hypothesis model y and the predicted or 

fitted variable of that model *y. 

A Okay. 
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A Q Is it fair to say that y minus y was not 

the dependent variable in the regression model you 

used to calculate the results of your J test? 

A Yes, that's correct. 

Q Okay. If you could look on page 460 of 

Cross-Examination Exhibit No. 2? 

Equation 10-18 indicates that the dependent 

variable in your J test should have been the 

difference between the dependent variable in a null 

model and its fitted value in the null model. Is that 

right? 

A That ' s wrong. 

Q Why not? Why is that wrong? 

A Because Equation 10-18 is deriving the 

conditions for a J test in which the null hypothesis 

and the alternate hypothesis - -  the null hypothesis is 

y, and the alternate hypothesis is a generic g ( y ) .  

My specific citation on page 48, footnote 9, 

to pages 460 and 461 begins with the last full 

paragraph of page 460, which reads: "The P, test can 

be used to test a linear specification against a log- 

linear model. For this test, both ho and h1 are 

linear, whereas g(y) = In y. 

"Let the two competing models be denoted 

H,:y = x1 D + E and Hl:ln y = ln(x)' T + E .  Note: We 

Heritage Reporting Corporation 
(202) 628-4888 



13120 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

stretch the usual notational conventions by using 

ln(x) for nl(x),, nl(x)*. . . 

"Now let b and c be the two linear least 

squares estimates of the parameter vectors. The P, 

test for H, as an alternative to H, is carried out by 

testing the significance of the coefficient 5 in the 

model," and this is Equation 10-19 on page 461. y = 

xli3 + a[ln y all hat, the notation of which indicates 

the fitted value of the natural log of the fitted 

value of y from the linear equation, - nl(x'iS)] + E .  

The second term - -  that's the term that I 
just defined - -  to which the o! is applied is the 

difference between predictions of y obtained directly 

from the log-linear model and obtained as the log of 

the prediction from the linear model, which is 

precisely what I did in my testimony. 

Q If you'll look at the four line paragraph 

below Section 10-18? 

"This modified form of the J test is labeled 

the P, test. As the authors discuss, it is probably 

not as powerful as any of the Wald Lagrange multiplier 

or likelihood ratio tests that we have considered. In 

their experience, however, it has sufficient power for 

applied research and is clearly simple to carry Out." 

Looking at that, would you agree or disagree 
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that the test in 10-19 is an application of the test 

or formula in 10-18? 

A It was certainly my understanding the first 

time I read through this that 10-19 is a specific 

application of 10-18, but 10-19 is specifically the 

equation which I used in my testimony. 

Q Okay. Can you tell us what 10-18 means? 

A Equation 10-18? 

Q Yes. 

A 10-18 would be saying that - -  oh, God. I 

have to go back and figure out what ho is. 

hell is ha? 

What the 

MR. KOETTING: Mr. Chairman, I'm not sure I 

understand the relevance of a question about an 

equation that the witness didn't use. 

He just said he used 10-19, and I'm not sure 

exactly what the relevance is of talking about 10-18. 

MR. HORWOOD: He just said that 10-19 was 

derived from 10-18. 

THE WITNESS: I merely said that my 

understanding was that 10-19 was derived from 10-18. 

Be that as it may, as my lawyer pointed out, 10-19 1s 

the equation I used, and my interpretation of 10-18 is 

irrelevant. 

To the extent that if your argument is going 
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to be that 10-19 in Dr. Greene's textbook is an 

incorrect derivation of 10-18, I can't speak to that. 

I can only tell you I used 10-19 because it says right 

before it the P, can be used to test the linear 

specification against the log-linear model, and when 

Dr. Kelejian on the stand was asked how would you test 

the log versus linear he said do a J test, so I looked 

up how to do a J test and here it is. 

BY MR. HORWOOD: 

Q Are you in fact conceding that 10-19 might 

be an incorrect application of 10-18? 

A No. 10-19 is an equation which appears in a 

highly, highly respected econometric textbook and 

which appears in both the third and the fifth editions 

of that textbook, and I have no - -  
CKAIRMAN OMAS: Mr. Horwood, would you 

please tell us where you're going with this cross- 

examination? 

MR. HORWOOD: Yes. We believe that there is 

a typographical error in the Greene textbook, and I 

think we can demonstrate it through the next question 

that the formula in 10-19 is an incorrect formula, and 

we believe it's based on this typographical error. 

Whether it's typographical or not, it is an error. 

I guess I can maybe identify our next cross- 
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examination exhibit. 

CHAIRMAN OMAS: We would appreciate it if 

you would identify and show us where you're going with 

this cross-examination. 

MR. HORWOOD: Sure. I'd like to have marked 

as GCA Cross-Examination Exhibit No. 3 a chapter from 

an econometrics text entitled "Test For Model 

Specification In the Presence of Alternative 

Hypotheses, Some Further Results," by James G. 

MacKinnon and others. 

MR. KOETTING: I'm inquiring as to why 

copies are being handed to the reporter yet when 

absolutely nothing has been done with this document 

other than it's been identified as going to be handed 

to the witness. 

MR. HORWOOD: I'd like to have this marked 

as an exhibit. Whether or not it's admitted into 

evidence is - -  

CHAIRMAN OMAS: As I told you before, could 

you please identify for  us what you're trying to prove 

or disprove and give it to us succinctly and go 

directly to it and let's move on? 

MR. HORWOOD: Okay. I've been trying to do 

this succinctly, but it's difficult to do succinctly. 

&e you trying to disprove? CHAIRMAN OMAS: 
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I guess the Chair is confused as to where you're going 

with this. Are you saying that Dr. Thress used a 

formula that is not correct? Is that what it is? 

MR. HORWOOD: Yes. 

CHAIRMAN OMAS: Well, can't you just ask him 

what formula he used and how he used it? 

MR. HORWOOD: He told us the formula he 

used. He took the formula, one of two formulas, from 

the - -  

CHAIRMAN OMAS: I know. From the book. 

MR. HORWOOD: From the book, which are 

fundamentally inconsistent. 

CHAIRMAN OMAS: Dr. Thress, can I ask a 

question at this point? 

You told us that you're not sure that it was 

a typographical error in the book. 

the typographical error when you used the formula? 

Did you correct 

THE WITNESS: I took Equation 10-19 on page 

461 of what Mr. Horwood passed out, and I used that 

equation precisely. 

I would go on to say that not only do I use 

The equation is explained in the the equation. 

sentence below, which I believe I already read into 

the record. 

difference between predictions of y obtained directly 
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and obtained as the log of the prediction, so it's 

clearly to my mind not a typographical error. 

It seems clear that Dr. Greene believed that 

the correct term to use is the difference between the 

predicted values, which is what I used. 

BY M R .  HORWOOD: 

Q Does Dr. Greene reference on page 460 the 

MacKiMon article? 

A He references Davidson and MacKiMon. I 

don't see on page 460 what specifically by Davidson 

and MacKinnon he's referring to. I assume they've 

written a lot of things. 

Q If you could turn to page 1040, which are 

the references in the Greene text? 

A Okay. 

Q Is there a reference there to an article by 

MacKinnon, White and Davidson, "Test for Model 

Specification," et cetera? 

A Yes. 

Q Do you know whether that's the reference 

that - -  
MR. KOETTING: Mr. Chairman, if I could 

simply point out on the previous page of the Greene 

text, that is page 459, in the paragraph immediately 

preceding the reference to Davidson and MacKinnon that 
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Mr. Horwood is referring to the paragraph begins, 

"Davidson and MacKiMon (1981). . . I q ,  which would 

suggest that it's not the article that he's pointed 

out because this is an article by MacKinnon, White and 

Davidson, and the date on that appears to be 1983. 

THE WITNESS: Yes. If I could add, and I 

apologize. I have your book so you don't have it in 

front of you. You'll have to take my word for it or 

come look. 

If you turn to pages 1026 and 1027 of the 

references he cites four other articles which were 

written by only Davidson and MacKiMon and did not 

include coauthor White. 

I would presume that one of these would be 

the reference, and in particular, given what Mr. 

Koetting has said about 1981, it would specifically be 

an article referenced at the bottom of page 1026 by 

Davidson and MacKiMon, "Several Tests For Model 

Specification in the Presence of Alternative 

Hypotheses," in Econornetrica, Volume 49, 1981, pages 

781 through 793. 

BY MR. HORWOOD: 

Q If you could look a little higher on that 

page that Mr. Koetting pointed you to does it say, 

"MacKiMon, et al., 1983, have extended the J test 
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discussed in Section 7.7 to nonlinear regressions?" 

A Yes. Yes, I see that. 

Q And that's the article that I had passed 

out? 

A That would be the article that you passed 

out presumably, yes. That would be the only reference 

I see Dr. Greene gave to anything written by MacKinnon 

in 1983 with coauthors, yes. 

Q If you could look to page 56 of that article 

and Formula 11? 

A Formula 11? Okay. 

Q It says, "Following this procedure we 

obtained the artificial regression," and it lists an 

artificial regression of yt-f t. 

A I see that, yes. 

Q Is the ^f a fitted variable? 

A I would have to go back and see how they 
A define f. I don't see where they specifically say 

that, but I assume from the equations they have the 

standard notation *f would, yes, refer to a fitted 

value of yt under the null hypothesis as laid out in 

Equation 1 on page 54. Yes. 

Q Okay. Doesn't the MacKinnon article show 

that the J test dependent variables should be the 

difference between the dependent variable in a null 
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model and its fitted value in a null model? 

A My understanding of Equation 11 on page 56 

of the MacKinnon, et al. article in comparison with 

Equation 10-19 on page 461 of the Greene which I 

relied upon is that on page 461 in Equation 10-19 Dr. 

Greene has simply moved the *f to the right-hand side 

of the equation, which in Equation 10-19 on page 461 

would be represented by the term X'E so that in 

Equation 11 on page 45 you could rewrite this equation 

as yt = *f t i 01 times that stuff plus capital *f tb + 

E t. 

Q If you were to move, looking at the 

MacKinnon article, the variable from the right side to 

the left side wouldn't the other items on the right 

side change? 

A No. This is an arithmetic problem. If you 

add *f t to both sides of the equation you get yt = *f 

t plus what was already on the right-hand side of the 

equation. 
A Q If you move the f - -  

CHAIRMAN OMAS: Excuse me, Mr. Horwood. Is 

it possible that you could write down your questions 

and submit them for the record and submit them to Dr. 

Thress? 

I mean, this is getting confusing. We seem 
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to be going nowhere right now, and we're talking about 

this and that and the other. I know this is something 

you want to make a point of in the record, and we want 

you to have that opportunity, but I think for the sake 

of time it would be much better. 

I mean, we've spent 30 minutes on just going 

back and forth on this issue. I don't think we're 

anywhere near resolving it at this point, but I think 

if we put it to writing and submit it to Dr. Thress 

for an answer we can put it into the record. 

MR. HORWOOD: We would be glad to do that. 

I think that's one of the problems of not having, 

because of the compressed schedule, the opportunity to 

do written interrogatories and go through that 

process, which might have helped clarify it. 

CHAIRMAN OMAS: Yes, I understand. We want 

you to have that opportunity and we want Dr. Thress to 

have the opportunity to answer, so if we could put 

that to writing we'd be most appreciative. 

MR. HORWOOD: Okay. would it be appropriate 

to submit copies of the Cross-Examination Exhibit 

GCA-3 to the reporter now since the record is 

discussing it? 

MR. KOETTING: Mr. Chairman, I believe the 

article could be transcribed, but it certainly can't 
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be admitted as evidence. There's nobody here to 

testify or sponsor that as evidence. 

MR. HORWOOD: This is a document that's 

referred to in the text on which Mr. Thress relies. 

This, as we've indicated, is a MacKinnon article that 

is relied upon by Professor Greene in his textbook 

that the witness has cited. 

MR. KOETTING: The witness has cited the 

textbook. He hasn't cited the article. I don't 

believe that either the textbook or the article would 

be evidence merely because they were cited. There's 

no witness here to sponsor this article. 

CHAIRMAN OMAS: Why don't we just make it a 

library reference? 

MR. HORWOOD: That would be fine. 

CHAIRMAN OMAS: Thank you. Would you please 

continue, Mr. Horwood? 

MR. HORWOOD: All right. You'll be pleased 

to know that completes my questions about the J test, 

but now let's move on. 

CHAIRMAN OMAS: Thank you. I was hoping 

that would be the case. 

MR. HORWOOD: Thank you. It doesn't 

necessarily get much easier thought. 

move on to the Cox. 

We're going to 
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THE WITNESS: Okay. 

CHAIRMAN OMAS: If you're going into another 

line of questioning, it's almost lunchtime so why 

don't we break for lunch now? I think it's a good 

point since you're changing directions. 

We can all take a deep breath and come back. 

Why don't we come back at 1:15. 

an extra 15 minutes today. 

I'll give everybody 

MR. HORWOOD: Thank you. 

(Whereupon, at 11:53 a.m. the hearing in the 

above-entitled matter was recessed, to reconvene at 

1:15 p.m. this same day, Wednesday, December 6, 2006.) 

/ /  

/ /  

/ /  
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A F T E R N O O N  S E S S I O N  

(1:18 p.m.1 

CHAIRMAN OMAS: Mr. Horwood, would you like 

to continue, please? 

MR. HORWOOD: Yes, I can say that we did use 

the lunch break to reduce the number of remaining 

questions, rather than to think of new ones. 

CHAIRMAN OMAS: That's fabulous. 

(Laughter. ) 

CHAIRMAN OMAS: I have to be honest. 

(Laughter.) 

MR. HORWOOD: I'm sure your views are shared 

by others. 

BY MR. HORWOOD: 

Q Please turn to page 53 of your rebuttal 

testimony, Mr. Tress. Based on your statements on 

pages 53 and 54, is it fair to say that if you had to 

use a Box-Cox transformation as set out in the 

literature, that your modeling formula would have 

included two terms that did not appear in the formula 

that you used? 

A Yes, that's correct. 

Q The first element that should have appeared 

in your formula, if you had followed the accepted Box- 

Cox transformation, is what you describe as the C-1 
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trend. Is that right? 

A If I had used the correct Box-Cox 

specification, the equation would have been the 

equation that’s on lines five through seven of page 

54, and the first term would have been negative B1 

prime divided by LAMDA times trend. 

Q And is that a C1 trend? 

A Yes, where C1 would be restricted to be 

equal to negative B1 prime divided by LAMDA in a 

correct Box-Cox specification. 

Q Okay, and the second element that should 

have appeared, had you followed Box-Cox correctly, is 

what you describe as the C2T02Q4. Is that right? 

A Yes, where, again, in a correct Box-Cox 

specification on line six, C2 would be equal to 

negative B2 prime divided by LAMDA. 

Q So again, even though your model does not 

include these two input variables, you are 

nevertheless contending that your model reflects what 

you call an alternative form of the Box-Cox 

specification. Is that right? 

A You know, I don’t recall specifically how I 

termed it. I mean, I think if your point is that my 

model is not a Box-Cox specification, as defined by 

doctors Box and Cox, the you’re correct. 
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Q On line 23, on page 54, you say it can be 

viewed as equivalent to an alternative form of the 

Box-Cox specification. 

A Yes, it may perhaps have been more correct 

for me to say in alternate to the Box-Cox 

specification. 

Q Okay, are you aware of any literature that 

supports the notion that there can be an alternate to 

the form of Box-Cox specification? 

A I’m not specifically aware of any literature 

that specifically laid out this equation. But, I 

mean, the alternative that I‘m proposing is 

specifically specific. I’m sorry, that’s redundant. 

It’s a very specific equation, so that I don’t think 

it would make sense to generalize this to a general 

econometric procedure. 

Q Okay, if you could look to footnote 14 on 

page 54. 

A Yes. 

Q What you indicate there is that the 

coefficient C1 on trend would equal the negative of B1 

prime divided by LAMDA - -  

A Yes. 

Q - -  and that the coefficient C2 on the T02Q4 

should equal the negative B2 prime divided by LAMDA. 
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A Yes. 

Q You could have empirically tested for that. 

Is that correct? 

A Yes, that's empirically testable, yes. 

Q But you didn't do that test, did you? 

A I did not do an empirical test of that. I 

did provide, on page 63, the results of what you would 

get if you did a correct Box-Cox specification, while 

also addressing all of Dr. Kelejian's other concerns. 

On page 63, the little table below line 16, 

I show the results of, this is what you would get from 

my equation if you used a correct Box-Cox. You can 

see that in terms of owned price elasticity, there's 

no meaningful difference. 

Q Did you look to see whether the inclusion of 

input variables, the C1 trend, and C2T02Q4 caused any 

other significant differences in your model? 

A I mean, the equation that's laid out in the 

last column of 63 - -  I believe I present the full 

output of that in my library reference La-191. Let 

me just skim through real quick and try to find where 

that equation appears. It is on page - -  

Q You might want to look to - -  
A - -  on page 78, where the coefficient 
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estimates actually appear on page 79 for that 

equation. 

test, but one could look at page 191-79 of my library 

reference, USPS-LS-L-191, and evaluate that for 

themselves. 

I personally didn't make any kind of formal 

Q Okay, could you look at page 71 of your 

library reference 191. 

A Page 71? 

Q Yes. 

A Certainly, okay. 

Q Does that show the output, including the two 

new var ables? 

A That includes the two new variables, yes; 

the trend and what I'm calling T02Q4. In this 

particular model, those two variables are freely 

estimated, so they are not constrained. So this is 

not a true Box-Cox, as outlined on page 54, lines five 

through 7. This would be what I've termed the 

alternate, which is shown on page 54, lines 19 and 20. 

Q Did you look, when you ran the comparison on 

page 71, to see whether any of the other variables 

were formerly significantly changed? 

A I glanced at the results. I didn't pay 

particularly close attention to significance. 

Q Which are the variables that you included 
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for the first time on page 71? 

A They would be the coefficient on the newly 

included variables, which would be COlSP(28). That 

would be the coefficient on trend; and COlSP(29) would 

be the coefficient on T02Q4. 

Q Okay, and those coefficients, on T 

statistics, were a negative 1.049019 and 0.88484. Is 

that right? 

A Yes, by the way, this is not the equation 

that I make reference to on pages 54 and 55. 

equation, I re-estimated the significance of these two 

terms after introducing the auto-correlation 

correction that Doctors Kelejian and Clifton thought 

was appropriate. 

This 

So this equation is presented at the bottom 

of page 59, where I state, "Having made all of these 

adjustments, I thought it would be helpful to go back 

and retest my earlier hypothesis." 

results to this equation on page 60. Whereas, as you 

can see on page 60, at line seven, I cite this T 

statistic that you just read, the negative 1.049 and 

the 0 . 8 8 5 .  

Then I present the 

Q Okay, let's change to a different subject. 

On page 25  of your rebuttal testimony, you make a 

statement on lines 16 to 17 to the effect that - -  
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A I'm sorry, what lines are you on? 

Q Sixteen to seventeen. 

A Thank you. 

Q You make a statement to the effect that Dr. 

Clifton has assumed on price elasticities or zero, 

when showing that cross price elasticities are high. 

A Yes. 

Q Do you believe that the numbers in Dr. 

Clifton's Table 3 are based on regressions he ran? 

A No. 

Q 

A No. 

Q Okay. 

A He calculates directly in Table 3. He looks 

Would you make such an assumption? 

over the relevant time period, the percentage change 

in volume. He calculates over the relevant time 

period the percentage change in one particular price 

variable, and calculates what's the elasticity. But 

that assumes that calculation is only valid if one 

assumes that there were no other factors which 

affected volume. 

In order to calculate a cross price 

elasticity, conditional on the own price elasticity of 

a product, one must look at the change in the volume, 

after adjusting for the effect of all other factors 
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which may affect that category, that volume; and in 

Table 3, Dr. Clifton has not made any adjustments. So 

the numbers in Table 3 are calculated under an 

assumption that the particular thing for which he's 

citing an elasticity explains 100 percent of the 

volume change. 

Q In your regression analysis, you have six 

observations for your multiple regressions. Is that 

right? 

A You're talking about my regression analysis 

on my Table 3 on page 28? Yes, I have six 

observations. 

Q That's a very small sample for multiple 

regressions, isn't it? 

A It is a very, very small sample, which is 

why I put caveats in two or three places within my 

testimony that this is not something that I think is 

particularly helpful or useful. 

A s  I say, starting on the bottom of page 26 

of line 31, this is not an analysis that I would 

endorse as being particularly useful in a rate case 

setting. In fact, this is almost certainly not an 

analysis that I would be inclined to perform. AS 

such, my inclination would be to place extremely 

little confidence in these results. I merely present 
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them to provide a proper context for Dr. Clifton's 

analyses in this case. 

Q If you would run an analysis with a sample 

of six other observations, would your result have been 

vastly different? 

A They could have been. 

Q What would be the appropriate number within 

a ballpark of observations that you should have to do 

a multiple regression in which you would have 

confidence? 

A It depends on a lot of factors. It depends 

on the reliability of the data. In a lot of cases 

here, some of the data here is somewhat unreliable. 

It relies on how firm your 

reliance you're willing to 

said, again, here, I think 

theory 

put on 

you' re 

is, to how much 

something. Like I 

venturing into an 

area where the theory is very shakey. 

So, I mean, the econometricians that I've 

seen use rules of thumb of total observations, 

relative to number of included variables or number of 

degrees of freedom. The one that sticks in my head - -  
and I don't remember a source; I probably learned this 

years ago - -  was you kind of want a fifteen to one of 

total observations relative to the variables you're 

putting in the equation; which, in a model like this, 
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would obviously require something like 30 

observations. 

Having said that, if you're talking about 

extending to 30 years, then you clearly would want to 

include other factors. You would clearly want to 

include, at a minimum, macro-economic factors, which 

would, of course, increase the number of parameters. 

So I do not believe it is possible, with the 

data that I'm aware of, to actually come up with 

enough usable observations that I would trust this 

data at all. 

MR. HORWOOD: If I could just have one 

minute, I think we're close to wrapping up. 

BY MR. HORWOOD: 

Q Mr. Tress, if you could look on page 56 of 

your rebuttal testimony. 

A Page 56, certainly. 

Q Line 21. 

A Line 21, okay. 

Q You show there, the variable was set at the 

fitted values from a regression of LN times DWS, 

divided by BWS, divided by VSP. That was to get your 

estimates? 

A Yes. 

Q Okay, did you use that fitted value to also 
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estimate the residuals? 

A To also estimate what residuals? 

Q The estimate of the disturbances which are 

then used to get the variances. 

A Yes. 

Q Isn't the estimate of the variance then 

incorrect? 

A No. 

Q Why not? 

A Why is it? 

A I estimated the demand equation for first- 

class letters as a function of the fitted value of LN, 

of DWS divided by VWS, over VSF. The residuals from 

that regression are properly calculated, based on the 

variables that were actually included in the 

regression. 

CHAIRMAN OMAS: Mr. Horwood? 

MR. HORWOOD: Thank you; that's all I have 

for Mr. Tress. 

CHAIRMAN OMAS: 

Is there anyone else who wishes to cross 

Thank you very much. 

examine Witness Tress? 

(No response. ) 

CHAIRMAN OMAS: Are there any questions from 

the bench? 
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(No response. ) 

CHAIRMAN OMAS: Mr. Koetting, would you like 

some time with your witness? 

MR. KOETTING: I would, Mr. Chairman - -  say, 

10 minutes? 

CHAIRMAN OMAS: Okay, thank you very much. 

MR. KOETTING: We might be back sooner than 

that. 

CHAIRMAN OMAS: All right, we’ll wait for 

you; thank you. 

(Whereupon, a short recess was taken.) 

CHAIRMAN O W :  Mr. Koetting? 

MR. KOETTING: We do have a couple of 

questions, Mr. Chairman. 

REDIRECT EXAMINATION 

BY MR. KOETTING: 

Q Mr. Tress, earlier this morning, Mr. Horwood 

asked you some questions about - -  read you some 

statements from the comments of measure, Mail Handlers 

Association Response to Notice of Inquire Number 3. 

Do you still have that document with you? 

A Yes, I do. 

Q I’d like to direct your attention to one of 

the statements he discussed, which is on page nine. 

In particular, at the bottom of that page, there are 
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two sentences I would like to focus your attention on. 

They read, "The advent and amazingly rapid acceptance 

of the Internet and e-mail represents a C-change. The 

Internet and e-mail are perfectly suited for delivery 

of financial statements and for bill presentation and 

payment, the mainstays of first class work shared 

letters for the Postal Service." 

Do you have any further reaction to those 

two statements? 

A The one thing I would raise issue with in 

the second sentence is the notion that the Internet 

and e-mail are perfected suited, and particularly the 

word "perfectly" which implies an adoption of 

electronic bill presentation and financial statement 

presentation electronically that would be much more 

widespread than, in fact, we've seen. 

In point of fact, the vast majority of bills 

are still presented through the mail, and the vast 

majority of financial statements are still presented 

through the mail. 

In particular, I would note that the 

advantages of the Internet and e-mail which make 

these, in the MMA's words, perfectly suited for the 

delivery of these things, exist today and will 

continue to exist in the same way, regardless of 
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Postal prices. 

It seems implausible to me to think that a 

one or a two or a three cent increase in the price of 

first class, either work shared or single piece 

letters, is going to significantly change the reality 

of the use of these things, in the sense that may be 

implied by this notion that these are perfectly 

suited. 

The perfection, such as it is, of these 

things, is a function of the fact that given Internet 

access, these things are extremely low cost or are 

essentially free, from the perfective of the consumer, 

and that's going to continue to be the case, even 

after the Postal Service raises rates following this 

rate case. 

Q The second passage that I would refer your 

attention to is on page 11 of these MMA comments, that 

Mr. Horwood directed your attention to. At the top of 

the page, in that first full paragraph, it reads, "If 

the Commission were to reduce or eliminate discounts, 

first class work share letters would revert to single 

piece; but only temporarily." 

Mailers, particularly UHV mailers, would 

redouble their efforts to move these types of 

transactions from the Postal Service to the Internet 
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and other less expensive alternatives. 

you expressed general agreement with the tenor of 

that. 

As I recall, 

A Yes, in general, I agreed with that 

statement, yes. 

Q And in particular, you suggested your 

agreement that these types of mail pieces would be, in 

the future, subject to electronic diversion? 

A Yes, certainly first class, single piece, 

and work shared letters' volume will continue to be 

subjected to electronic diversion, and the volumes of 

those mails will continue to erode for the foreseeable 

future. 

Q So if the first sentence that I read were 

changed such that it was to suggest, instead of the 

Commission reducing or eliminating discount, to read 

something along the lines of, if the Commission were 

to retain discounts at something approximating their 

current real level, how would that change the 

scenario, as you've described it? 

A I think the sentence in its entirety would 

properly then read, if the Commission were to retain 

discounts at their current level, first class, work 

shared letters would continue to mail at first class, 

work shared rates, but only temporarily. 

Heritage Reporting Corporation 
(202) 628-4888 
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That mail would continue to be subject to 

electronic diversion, and there's no particular reason 

to think that mailers would not continue in efforts to 

move these types of transactions from the Postal 

Service to the Internet and other less expensive 

alternatives. 

Q So, in your opinion, the conclusion that you 

were drawing, is it in any way driven by this 

assumption about the Commission reducing or 

eliminating discounts? 

A No, I mean, the reduction or elimination of 

discounts is the short-term driver of first class 

letters into single piece; but it has nothing to do 

with the long-run diversion of that mail to electronic 

alternatives. That's going to continue, regardless of 

what the PRC proposes in terms of rates in this case. 

MR. KOETTING: Thank you, Mr. Chairman, 

that's all we have. 

CHAIRMAN OMAS: Is there anyone else? 

MR. HORWOOD: I have no further questions. 

I, at this time, would like to move into evidence the 

Greeting Card Association Cross Examination Exhibit 

Number 2. 

CHAIRMAN OMAS: Without objection. 

MR. KOETTING: I'm sorry, Mr. Chairman, what 

Heritage Reporting Corporation 
(202) 628-4888 
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was Greeting Card Exhibit Cross Examination Number 2 ?  

MR. HORWOOD: These were the pages from 

the - -  

CHAIRMAN oms: MMA. 

MR. HORWOOD: N o ,  no, from the Green text. 

It’s the four or five pages. This is the Green text 

that the witness relied on. 

MR. KOETTING: Since the witness relied on 

the article, the text book, Mr. Chairman, I have no 

objection. 

CHAIRMAN Oms: Okay, thank you; without 

objection, so ordered. 

(The document referred to, 

previously identified as 

Greeting Card Association 

Cross Examination Exhibit No. 

2 and was received in 

evidence. ) 

/ /  

/ /  

/ I  

/ /  

/ /  

/ /  

I 1  
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For h\,pothesis testins and confidence intervals. the usual procedures ciin 

he used. with the proviso that all results are only asymptotic. As such. for test- 
ing a restriction. the chi-squared statistic rather than the f ratio is likely to be 
more appropriate. For esample. for testing the hypothesis that y is different 
from I .  an asvmptotic r test. based on the standard normal distribution. is car- 
ried out. using 

1.1535 - 1 
0.03925 

= -;.91 I .  _ -  - 

This is larger than the critical values of 1.96 for the 5 percent significance level. 
and we thus reject the linear model in favor of the nonlinear regression.\l:e are 
also interested in the marginal propensity to consume. In this expanded model. 
H , ) :  y = I is a test that the marginal propensity to consume is constant. not that 
i t  is I .  (That \vould be a joint test of both y = 1 and p = 1.) In  this model. the 
marginal propensity to cOnsume is 

which varies with Y.To test the hvpothesis that this is ] .we require a particulal- 
\,slue of Y.  Since i t  is the most iecent value. we choose Y,,,? = 2509. At this 
value. the M P C  is cstimated as 0.9676. We estimate its standard error as tlw 
square root of 

x [ C Y ' - '  h Y ' - ' (  1 i c In Y ) ] '  = 0.0003331S. 
\vhich gives a standard error of 0.0179773. For testing the hypothesis that the 
MPC was equal to 1.0 in 1985. we would refer 

- -  0.9676 - 1 
. 0.0179773 

- 1.SO22S _ _  - 

to a standard normal table. This is not statisticall! significant. so we w ~ u l d  n(11 

reject the hypothesis. 

The requirement that the matrix in ( I ILI- ; )  converges fo  a positive deli- 
nite matrix carries with it the condition that the columns of the regressor mil- 
tris X" he linearly independent. This is an identification condition a n a l u p u s  I t '  

the requirement that the independent variables in the linear model be I i n d !  
independent. Nonlinear regression models usually involve several indepct1dcl1l 
variables. and at first blush. i t  might seem sufficient to examine the data J i -  
recti! if one is concerned with multicollinearit\: Unfortunatelv. because i t  Col11- 

plicates the analysis. this is not the case. 
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' @L4hZPLE 10.4 Multicollinearity in Nonlinear Regression 

I n  the preceding example. there is no question of collinearity in the data matrix 
X = [i. y]: the variation in Y is obvious on inspection. But at the final pararne- 
lei- estimates. the R' in the repression is 0.998Y9 and the correlation between 
the t w o  pseudoregressors s! = Y? and .\-I: = PY'ln Y is 0.999866. The condition 
number for the normalized matrix of sums of squares and cross products is 
.h>.-lOl. Recall that 20 was the benchmark value for a problematic data set. B! 
the standards discussed in Chapter 9. the collinearity problem in this -'data set" 
is se\'ere. 

_I ,- 

10.2.1. A Specification Test for Konlinear Regressions: 

MacKinnon et al. (1983) have extended the J test discussed in Section 7.7 to 
nonlinear regressions. One result of this analysis is a simple test for linearity 
versus log-linearity. 

Testing for Linear Versus Log-Linear Specification 

The specific hypotheses to  be tested are 

H,,:! = h"(x .  p)  + E,, 

\ ersus 

H , : g ( y )  = h' ( z .  y )  -i E , .  

\\here x and z are regressor vectors and p and y a r e  the parameters. As the au- 
thors note. usins y instead of. say.j(x) in the first function is nothing more than 
an implicit definition of the units of measurement of the dependent variable. 

An intermediate case is useful. If  we assume that g(y) is equal to Y. but al- 
low /+I(.) and / I ] ( . )  to be nonlinear. the necessary modification of the../ test is 
straightforward. albeit perhaps a bit more difficult t o  carry out. For this case. 
we form the compound model 

(10-15) y = ( 1  - a ) / P ( x .  p )  - cUlz'(2. y )  + € 

= /+'(X. p)  - Ly[h'(z. y) - / I " ( X .  p,] f E.  

Presumahlv. both p and y could be estimated in isolation b!; nonlinear least 
squares. Suppose that a nonlinear least squares estimate of y has been oh- 
rained. One  approach is to insert this in (10-15) and then estimate p and CY hy 
nonlinear least squares. The J test amounts t o  testing the sipnilicance of the es- 
timate of u. Of course. the model is symmetric in / 7 " ( . )  and h ' ( . ) .  so their roles 
could he reversed. Tne same conclusions dra\vn earlier would apply here. 

Davidson and MacKinnon (1981 ) propose what may be a simpler alterna- 
tive. Given an estimate of p. s a ! %  approximate h " ( x .  p)  with a linear Taylor 
series at this point. The result Is  

0 (10-16) 
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Using this device. they replace (10-15) with 

y - ir" = H b  + cw[h'(z. +) - /?"(x. a)] + E. 

in which b and LY can be estimated by linear least squares. As before. the J test 
amounts to testing the significance of&. If i t  is found tha t& is significantly dif- 
ferent from zero. HI, is rejected. For the authors' asymptotic results to hold. an! 
consistent estimate of p will suffice forb: the nonlinear least squares estimator 
that they suggest seems a natural choice.' 

Now we can generalize the test to allow a nonlinear function. g(y). in Hi. 
Davidson and MacKinnon require g(j1) to  be monotonic. continuous and con- 
tinuously differentiable and not to introduce any new parameters. (This ex- 
cludes the Box-Cox model. which is considered in Section 10.4.) The com- 
pound model that forms the basis of the test is 

(1 - a)[?. - h"(x. p)]  + .[g(y) - Irl(z. y) ]  = E .  (10-17) 

Again. there are two approaches. As before. if 9 is an estimate of 'y. and cy 

can be estimated bv maximum likelihood conditional on this estimate.' This 
promises to be extremely messy. and an alternative is proposed. Rewrite 
(10-17) as 

3' - / P ( x .  p)  = a[h'(z.  7) - g(y)] + a[?. - h"(x. p)] + E .  

Now use the same linear Taylor series expansion for h"(x. p) on the left-hand 
side. and replace both y and h"(x. p) with hu on the right.The resulting model is 

y - A" = k'b + cy[Al - g(ho)]  - e .  (10-18) 

As before. with an estimate of p. this can be estimated by least squares. 
This modified form of the J test is labeled the P, test. As the authors dis- 

cuss. it is probablv not as powerful as anv of the Wald. Lagrange multiplier. or 
likelihood ratio tests that we have considered. In their experience. however. i t  
has sufficient power for applied research and is clearly simple to carry out. 

The P,  test can be used to test a linear specification against a log-linear 
model. For this test. both h"(.) and I?*(.) are linear. whereas g(! , )  = In y. Let the 
two competing models be denoted 

H,,:! = x'p t E 

and 

H, :In y = In(x)'y + E .  

[We stretch the usual notational conventions by using In(x) for (In sI. . . . . 
In x k ) . ]  Now let b and c be the two linear least squares estimates of the paramr- 

- 
'This assumes that H , ,  IS correct. of course. 
*Least squares will he inappropriate hecausc of the transformation oI 1. which wil l  translate 10 il hco-  
hian term in the 10%-likelihood. See the later discussion of the Box-Cox rnodcl. 
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ter vectors. The P ,  test for H ,  as an alternative tn H , ,  is carried out h! testing 
the significance of the coefficient& in the model 

(10-19) 

The second term is the difference between predictions of J' obtained directly 
from the log-linear model and obtained as the log of the prediction from the 
linear model. We can also reverse the roles of the two formulas and lest H,,  as 
the alternative. The compound recression is 

(10-20) 

y = x'p -c a [ ~ f i  - ~ n ( x ' p ) ]  - 6. 

In J = l n ( r ) ' y  + ( y ( j  - y l n ' h )  C )  - E .  

EXAMPLE 10.5 Money Demand 

A large number of studies have estimated money demand equations. some lin- 
ear and some los-linear.l''Yearly data for estimation of a money demand rqua- 
tion are given in Table 10.3.The data are taken from the IYRh Ewriouiic R e p r r  
of rhe Presidenr. The inrerest rate is the end of Decemher value of the discount 
rate at the New York Federal Reserve Bank. The money stock is M1. The GNP 
is seasonally adjusted and stated in 1982 constant dollars. Results of the P ,  test 
of the linear versus the lo_e-linear model are shown in Table 10.4. 

Regressions of M on a constant I' and Y .  and In M on a constant In r and 
In Y. produce the results given in Table 10.4 (standard errors are civen in 
parentheses}. Both models appear to  fit quite well." and the pattern of signifi- 
cance of the coefficients is the same in both equations. After computing fitted 

TABLE 10.3 Money Demand Dara 

Interest Mane! G.VP 
Year r M 1. 

Inreresr Money GNP 
Year r &f ).' 

1966 
1967 
1968 
1 Y6Y 
I Y70 
1971 
I972 
1973 
1971 
1475 

1.5 
1-19 
5.16 
5.87 
5.95 
1.S8 
4.50 
6 . 4  
7.8.: 
6.25 

480.0 
5 3 . 3  
366.3 
589.5 
h2S.2 
712.8 
805.2 
Xhl .o 
9OX.1 

1023.1 

1470 5.50 116.3.6 2826.7 
I v77 -5.46 I-7Xh.h 2958.6 
1Y7S 7.1h I .:ss.v 31 15.2 
1 4 7 0  1 0 . 3  l4Y7.V 3102.4 
19x1 I 1 I .77 lh31.1 3187.1 
I V S I  1.:.12 1794.4 321x.x 
lYS2 I 1.02 I Y54.9 3166.0 
1 us.; S.50 2 188.8 3217.1 
19s-I S.S(l 2.Y 1.7 3492.0 
1 YSS 7.h') '56.3.6 3513.5 

- 
"'.A comprehensive survey appears in GoldScld (IY7il. 
'The inlerrsi clasticit! is in line with ihc rucciLcd rcsul~\ . l lhc income clnhlicil) I\ quilc il hit larger 
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TABLE 10.4 Estimated Money Demand Equations 

a b. c, R 5 

Linear - 14.9223 1.55s15 
(3 1O.N (32.59) (U.14.U) 

175.77 -.3169.12 0.935Zh 

P, lest tor the  1inearmodt.l.ir = -751.21 (242.21)./ = --:.lo? 
r. 

0.9757x 0.OtiSI 
Lug - I' inear -21.992 -.03157 3.65628 

(1.M) (0.0969) (0.2255) 
P, test for the loglinear model. ir = -0.0001363 (0.0002067). f = -0.659 

values from the two equations. the estimates of a from the two models are as 
shown in Table 10.4. Referring these to  a standard normal table. we reject the 
linear model in favor of the log-linear model. 

The test of linearity vs. log-linearity has been the subject of a number of 
studies. Godfrey and Wickens (1981) discuss several approaches. 

10.2.5. Nonlinear Instrumental Variables Estimation 

In Section 6.7.8. we extended the linear regression model to allow for the possi- 
bility that the regressors might be correlated with the disturbances. The same 
problem can arise in nonlinear models. The consumption function estimated in 
Example 10.3 is almost surely a case in point. and we reestimated i t  using the 
instrumental variables technique for linear models in Examples 6.21 and 6.27. 
In this section. we will extend the method of instrumental variables to nonlin- 
ear regression models. 

In the nonlinear model. 

V 8  = h ( X i .  p )  - E , .  

the covariates x i  may be correlated with the disturbances. We would expect this 
effect to be transmitted to the pseudoregressors. x; = i l h ( x , .  p)/ijp. If so. then 
the results that we derived for the linearized reeression would no loneer hold. - - 
Suppose that there are a set of variables [z,. . . . . z l . ]  such that 

1 
plim - Z ' E  = 0 

I7 

and 

where X" is t h  

1 
plim - Z'X" = Q"., = 0. 

il 

10-21) 

evalu- 
. .  

:is of pseudoregressors in the linearized regressior 
a t rd  at the true parameter values. If the analysis thal we did for the linear 
model in Section 6.7.8 can be applied to this set of variables. then we will be 
able to construct a consistent estimator for p using the instrumental variables. 

, 
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MR. HORWOOD: Mr. Chairman, you had given us 

the opportunity to submit some additional written - -  

CHAIRMAN OMAS: Well, if you'd wait just a 

second, 1'11 excuse the witness and we'll get to that 

point, okay? 

MR. HORWOOD: Okay, thank you. 

CHAIRMAN OMAS: Mr. Tress, that completes 

your testimony here today. We appreciate your 

appearance and your contribution to our record, and 

you are now excused. 

THE WITNESS: Thank you. 

(Witness excused.) 

CHAIRMAN OMAS: Now we'll get to that, Mr. 

Horwood. Before our lunch break, I asked if you would 

be willing to submit, in writing, particularly the 

technical line of questioning you were pursuing. Do 

you still want to submit those questions to Witness 

Tress? 

MR. HORWOOD: Yes, we do. 

CHAIRMAN OMAS: Presumably, you knew what 

questions you intended to ask. So I direct that you 

submit those questions by close of business tomorrow. 

I will hold this evidentiary record open to receive 

responses. But I would rather not extend briefing 

dates. Therefore, I will ask that Witness Tress make 

Heritage Reporting Corporation 
(202) 628-4888 
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every attempt to provide the answers as soon as 

possible, and no later than December the 13th; thank 

you. 

Mr. Hall? 

MR. HALL: Good afternoon, Mr. Chairman. 

Major Mailers Association calls Mary 

McCormack as its next witness. 

CHAIRMAN OMAS: Ms. McCormack, would you 

please raise your right hand? 

MARY MCCORMACK 

having been duly sworn, was called as a 

witness and was examined and testified as follows: 

CHAIRMAN OMAS: Please be seated. 

Mr. Hall, you may proceed. 

DIRECT EXAMINATION 

BY MR. HALL: 

Q Ms. McCormack, you have before you two 

copies of a document identified in the upper right 

hand corner as MMA-RT-1, entitled Rebuttal Testimony 

of Mary P. McCormack, on 

behalf of Major Mailers Association. 

changes or corrections that need to be made in those 

documents? 

Are there any 

A No. 

Q Thank you, and do you adopt this as your 

Heritage Reporting Corporation 
( 2 0 2 )  628-4888 
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sworn testimony in this proceeding? 

A Yes. 

MR. HALL: At this point, Mr. Chairman, I’ll 

hand two copies of the document we’ve been discussing 

to the reporter, and ask that MMA-RT-1 be admitted in 

evidence. 

CHAIRMAN OMAS: Is there any objection. 

(No response. ) 

CHAIRMAN OMAS: Hearing none, I will direct 

counsel to provide the reporter with two copies of the 

corrected testimony of Mary P .  McCormack. That 

testimony is received into evidence and is to be 

transcribed into the record. 

(The document referred to was 

received in evidence and is 

to be transcribed into the 

record as Exhibit No. MMA-RT- 

1.) 

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  
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Direct Testimony of Mary P. McComack 
On Behalf of 

Maior Mailers Association 

1. QUALIFICATIONS AND EDUCATION 
My name is Mary P. McCormack. I am currently employed by Verizon 

Corporate Services Cop. as the Postal Liaison for Verizon's three Bill Print and 

Distribution centers located in Massapequa. NY, Richmond, VA, and Durham 

NC. 

My career began with New Jersey Bell in 1972. While working I attended 

college at night and received my Bachelor of Arts degree and certification in 

Elementary Education and Library Science in 1976 from Kean College of New 

Jersey. 

I have worked in several departments within Verizon and its predecessor, 

Bell Atlantic. For the past 25 years, I have worked in Finance Operations in 

various capacities, including Payroll, Benefits, Cost Recovery, Special Projects 

Billing, Accounts Payable where I received and maintain my certification as a 

Certified Accounts Payable Professional (CAPP), Projects and Estimates, and 

Capital Assets. 

Currently I am a member of the following postal organizations: 

Oraanization Position 

National Postal Policy Council (NPPC) Board of Directors 
Association for Mail Electronic Enhancement (AMEE) CFO 
Major Mailers Association (MMA) Board of Directors 
Mailers Technical Advisory Committee (WAC)  Member 
Women in Delivery Services Member 

I have also received the following certificates while attending the National 

Postal Forum in 2006: Mail Center Professional Certificate, Quality Mail 

Preparation Certificate, and Address Quality Specialist Certificate. 

This is my first opportunity to testify before the Postal Rate Commission. 

2 
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11. PURPOSE AND SCOPE OF TESTIMONY 

The primary purpose of my testimony is to discuss the adverse impacts, 

for First Class Presort mailers and the postal system that would result from 

adoption of the American Postal Workers Union’s (APWU) approach to setting 

First Class workshared discounts. My review of APWU witness Kathryn Kobe’s 
testimony indicates that, as compared with the First Class workshared discounts 

the Postal Service is proposing, APWU proposes to reduce First Class discounts 

by 34 percent on average in two stages. APWU’s discounts are also on average 

28 percent lower than the currently effective discounts. Reducing workshare 

discounts would disrupt the First-class workshare mail industry. 

As part of my testimony I will explain what First Class mailers need to do 

to qualify for workshare discounts and why workshare mailers need rate stability 

and transparency to plan for the significant ongoing investments involved in 

running high quality mail production centers. 

111. VERIZON’S BUSINESSES 

Verizon’s operating company affiliates, (verizon) are among the world’s 

leading providers of communications services with over 150 million customer 

connections (wireline, wireless and broadband). Verizon’s affiliated domestic 

wireline telecommunications business provides local telephone services, 

including broadband, in 28 states and Washington, D.C. and nationwide long- 

distance and other communications products and services. Verizon’s affiliated 

domestic wireless business, operating as Verizon Wireless, provides wireless 

voice and data products and services to over 56 million subscribers across the 

United States using one of the most extensive wireless networks. Verizon 

Business is a leading communications provider to the federal government and 

serves 94 percent of Fortune 500 companies. Verizon’s International segment 

includes wireline and wireless communications operations and investments in the 

Americas, the Caribbean and Europe. 

Verizon owns and operates an expansive end-to-end global Internet 

Protocol (IP) network that includes over 270,000 domestic and 360,000 

3 
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international route miles of fiber optic cable, and provides access to over 140 

countries worldwide. Verizon has a highly diverse workforce of 250,000 

employees. 

IV. VERIZON’S USE OF FIRST CLASS MAIL 
Verizon uses First-class workshared mail primarily to invoice customers 

for the various communications services that the company provides. When 

invoicing a customer by mail, Verizon includes a prebarcoded Courtesy Reply 

Mail, (CRM) envelope to expedite return of the customer‘s payment.’ 

Verizon’s businesses make use of the Internet and electronic 

communications networks. Nevertheless, paper mail has been and for the 

foreseeable future likely will remain a very important element in Verizon’s 

business strategy of maximizing customer satisfaction. Satisfying customers 

means providing them with choices, whether that choice is electronic 

presentment and payment or a paper copy of their bill in the mail. 

To remain competitive, Verizon must control all costs, including the costs 
associated with generating communications service revenues. At over $1 60 

million per year, postage already is the single largest expense category in 

Verizon’s Services’ Operations, Finance Operations budget.* There are other 

large capital investments associated with Bill Print and Distribution. For example, 

in order to prepare and mail approximately 40 million high quality mail pieces 

each month, Verizon must purchase and maintain numerous costly pieces of 

equipment. These include high-speed laser printers (approximately $1 million 

each), numerous mail inserters, (approximately $1.4 million each), and vendor 

Verizon’s CRM mail pieces are pre-approved by the Postal Service to ensure they are 
automation compatible. I understand that because these mail pieces include a reliable 
prebarcode, they are less expensive to pmcess than other single piece letters. In additron, these 
pees are addressed to post office boxes and, therefore, incur no delivery costs. 

Verizon currently has what we call ‘Blue Ribbon” teams conducting feasibility studies of 
various measures to reduce postage expenses, including ultimately converting to a paperless 
environment. In essence, this process involves a bottom to top review of all Bill Print and 
Distribution processes and drives Strategic Projects across Verizon to proritize, promote and 
implement the appropriate ‘smart bill’ choice for residential, business, and wireless customer bills, 
i.e. automatic bill payment. bill suppression, One-Bill, EFT and Web Access. 
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software (in excess of $300,000 just for one license) to prepare and print the bill 

file and execute sortation software to maximize postal discounts. 

Veriion takes its responsibilities as a high quality workshare mailer very 

seriously. Verizon invests significant time and money to ensure that the invoice 

mail it sends out conforms to the highest quality mail production standards. For 

example, Verizon is currently in the process of obtaining TLWOO3 certification for 

its Bill Print and Distribution operation, a process that will take more than a year 

to complete. TL9000 has all the requirements of IS0 9001 certification plus 

additional requirements to address industry specific needs. During Phase 1 of 

the TL9000 certification process, Verizon has come out “Best in Class” among its 

competitors by QUEST. The TL9000 certification contributes to Verizon’s Bill 

Print and Distribution operation being efficient as possible. 

Stable and predictable postal rates are extremely important to large 

workshare mailers such as Verizon. It is very important for Verizon to accurately 

forecast expenses, including postage, in order to budget large expenditures Well 

in advance and avoid undue risks. Accurate forecasting is essential to the large 

investment decisions involved in building and maintaining high volume and high 

quality Bill Print and Distribution operations. 

V. OVERVIEW OF VERIZON’S USE OF PRESORTED FIRST-CLASS MAlL 
Verizon earns workshare discounts by consistently providing the Postal 

Service each month with some 40 million specially designed, accurately 

addressed, properly prepared and sorted letters. Earning workshare discounts is 

not easy. In order to qualify for discounts, each Verizon mailpiece must meet a 

myriad of rules that concern the physical attributes of each envelope. 

Addressing requirements ensure that each letter bears a Postnet barcode that 

matches the mailpiece address, and the Postal Service’s zip + 4 code. 

TL9000 was created by me Quality Excellence for Supplier of Telecommunications forum 
(QUEST). In 1996 a group of leading telecommunications service providers and suppliers initiated 
an effort to establish better quality, more consistent standards for the industry that have 
worldwide application. TL 9000 Certf i t ion establishes the requirements organizations need to 
address to meet customer requirements, gain quality improvements, reduce costs, and increase 
customer satisfaction. 
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To mail a bill to a customer, in-house software print files must contain 

proper formatting to ensure a clean, readable bill. Vendor software is engaged to 

sort for the finest depth of sequence in order to use postal discounts for carrier 

route, 5 digit, 3 digit, AADC & Mixed AADC automation rates. Vendor software is 

also used to apply the zip + 4 code to the mailpiece which is a USPS requirement 

to qualify for discounts. 

To meet postal preparation requirements, Verizon sorts, sleeves, straps, 

and palletizes all trays of workshared mail. After the mailing is "accepted" by the 

Postal Service acceptance clerk assigned to Verizon's Detached Mail Unit, we 

then shrink-wrap and load the palletized mail onto Postal Service trucks: 

To facilitate efficient acceptance of its workshared mail by the Postal 

Service, Verizon provides the acceptance clerk with a manifest for each mailing. 

After verifying that all trays are on the proper pallets, the clerk typically pulls 4 

trays of mail containing approximately 1,000 pieces to run through the Mail 

Evaluation Reader Lookup Instrument (Merlin) system that Verizon maintains on 

site. Using Coding Accuracy Support System (CASS) software, the Merlin 

system tests each mailpiece for print quality, proper location and readability of 

the prebarcodes, and address accuracy. Verified trays are then placed back on 

the original pallets and the USPS acceptance clerk completes a verification sheet 

with current date before Verizon employees shrink-wrap and load the pallets onto 

USPS trucks.5 

In sum, worksharing at Verizon is a large scale; expensive undertaking 

that involves a huge investment in plant space, equipment, labor and technology. 

In greater detail, the steps necessary to qualify for discounts are as follows: (1) all mail must 
be placed in trays right side up, sealed and in sequential wder according to the Keyline; (2) full 
trays are then sleeved, strapped and sorted onto the appropriate pallet. according to the placard 
for that pallet, which contains the first 3 digits of the zip code; (3) full presorted pallets holding up 
to 48 trays of mail are then shrink wrapped: and (4) Verizon employees use heavy duly fork l i i  
to stage finalized pallets on the loading dock and Men load them onto postal SeMce bucks. 
Additionally, we honor bcal BMEU requests for additional pallet sortations or a change in the 
sortation scheme. 

None of these worksharing practices are documented in the DMM and a mailer relies on !he 
local BMEU for guidance and insbuction. Furthermore since these guidelines are n d  
documented, they vary from district to district. Therefore, what may be acceptable in one BMEU 
facility may not be acceptable in another BMEU facility. 

4 

6 



13165 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

:: 
18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

0 

VI. ADDITIONAL WORKSHARING TASKS THAT VERIZON PERFORMS 

Because Verizon can sort its mail to the finest depth, the USPS is able to 

 cross dock" the mail, meaning that the mail can be placed directly on an 

outgoing truck when it reaches the Postal Service plant which saves the Postal 

Service money since USPS employees do not have to break down the pallets 

and resort the trays onto other pallets or rolling stock. The Postal Service enjoys 

even greater cost savings when handling Verizon's out-of-state mail. This mail 

typically avoids all processing at the local postal facility. For example, full tractor 

trailer truckloads of Verizon invoices produced at our Richmond, Virginia facility 

and destined for customers located in New Jersey routinely go directly from 

Verizon's plant to New Jersey, thereby bypassing not only the Postal Service's 

local facility but also one or more intermediate HASPS. The same holds true for 

Verizon's Durham, North Carolina facility where we produce mail destined for 

customers in the Mid-west and the west coast. Trays of mail bound for these 

destinations are zip code sorted and palletized by state. Our employees place 

these pallets onto USPS trucks headed directly to the Mid-west and west coast. 

Despite the additional cost savings that accrue to the Postal Service, Verizon 

does not receive any additional workshare discounts for "cross docking," 

presorting entire trucks by final destination, or palletizing the mail by state in zip 

code order.6 

Current regulations applicable to workshared mailers do not require tray 

sorting, pallet sorting or 'truck sorting". In fact, many of these "extra" operations 

have been implemented at the specific request of local postal officials in the past 

few years. Accordingly, cost savings'enjoyed by the Postal Service due to these 

extra steps that Verizon performs are not specifically reflected in the discounts. 

Earning workshare discounts has become even more difficult in recent 

years. For example in the September 27, 2006 Federal Register, the Postal 

Service published new mailing standard changes that will require workshare 

The Postal Service 'encourages" Verizon to perform these additional worksharing tasks by 
suggesting that Verizon will receive better service and prompt delivery of its invoice mail. 
However, using "seeded" mail to test the Postal Service's ability to meet applicable delivery 
standards has shown us that this has not proven true in all cases. Nevertheless, Verizon remains 
committed to partnering wiM the USPS for process improvements. 
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mailers to implement changes to existing mail preparation procedures in a very 

short timeframe. Complying with these changes will require mailers to incur 

significant IT programming expenses. These changes were not funded in 

Verizon’s 2007 Bill Print 81 Distribution budget because there was no way to 
anticipate them. This example is typical of the Postal Service’s practice of 

increasing a company’s worksharing costs with no corresponding offset in the 

rates paid. 

Similarly, in an effort to reduce Undeliverable As Addressed (UAA) mail 

even further, the USPS is requiring that First-class workshared mailers purchase 

and deploy new software for Delivery Point Validation (DPV) of their mail pieces 

by the middle of 2007. Verizon, as a large mailer, agrees with the goal of 

minimizing UAA mail. However, we also believe that the current procedures for 

maintaining accurate and reliable addresses will not be significantly improved 

with this new software. As such, we remain unconvinced that the potential 

benefit justifies the extra costs for purchasing and deploying the new soffware.‘ 

Nevertheless, workshare mailers like Verizon appear to have no choice if 

they want to quallfy for presorted discounts. Unanticipated additional 

worksharing costs can be very difficult for companies to absorb particularly after 

budgets have been submitted and approved. 

During the August 2006 MTAC meeting, the Postal Service announced 

that starting in 2009, in order to be eligible for discounts, First Class workshare 

mailers will be required to use the 4 State barcode. While Verizon appreciates 

the advance notice of this new requirement, it appears that the Postal Service is 

not aware of how expensive the necessary re-programming costs will be. 

These are just some recent examples of First Class mailers having to do 

more work and incur more costs to qualify for postal discounts. While I am told 

that the Commission has made the decision not to specifically reflect Move 

Update cost savings in the cost savings derived from worksharing, complying 

Preliminary testing of DPV has shown that it takes 13% longer to run the necessary address 
matching softwsre. Additionally the D W  matching requirement will cause most mailers to 
experience some reduction of discount eligible mail. Finally, the STOP DPV processing function 
can adversely impact mailer production xhedules and add to user processing Msts as well as 
vendor and USPS support costs. 
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Mixed AADC 
AADC 
3 Digit 

5 Digit 

Weighted Average 

with such regulations has become increasingly complex and costly. 

Nevertheless, Verimn still views First Class workshare mail as a useful, cost 

effective tool in its overall business strategy under current rate conditions even 

though the number and complexity of recent changes clearly have been 

excessive .’ 

6.4 4.2 -%Yo 
7.3 5.4 -26% 
8.2 5.8 -29% 

9.7 7.3 -25% 

8.6 6.3 -28% 

VII. IMPACT OF APWU PROPOSED RATES 
The reduced discounts proposed by APWU will greatly change the 

dynamics of worksharing and the monetary benefits earned by mailers. The 

table below compares the currently effective discounts to those preferred by the 

APWU. There can be no doubt that worksharing incentives will decrease 

considerably under the APWU’s proposal. 

Table I 
Comparison of Current and M U ’ S  Preferred’ Discounts 

(Cents) 

Table II compares the APWU’s preferred workshared discounts to the 

Postal Service’s proposed discounts. There can be no doubt that the APWU’s 

’ Standard mailers and periodical mailers have not had to implement as many changes as 
First Class worltshare mailen. Nor are they required to certii their addresses. In my opinion, 
the Postal Service needs to send appropriate price signals so that discounts more equitably 
reflect the worksharing that mailers petform as well as the resulting benefits that accrue to the 
Postal Service. 

It k my understanding that APWU proposes to reach its recommended cliswunts over two 
rate cases. Approximately one half of the discount decrease would take plaoe in this case and 
the remaining decrease would take place in the next rate case. 
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7 A 4.2 

8.5 5.4 

8.9 5.8 

10.8 7.3 

lower discounts will severely curtail Verizon’s incentive and ability to fund its 

worksharing program. 

Table II 
Comparison of Proposed and APWU’s Preferred Discounts 

(Cents) 

APWU 
Preferred 
Discounts 
%Change 

43% 
-36% 

-35% 
-32% 

I I I Weighted Average 9.5 6.3 -34% I 
Over the last decade, workshare discounts generally have increased as 

postage rates have increased. Maintenance of existing rate relationships sends 

mailers the message that their worksharing efforts are valued. Today, First Class 

workshared mail is a significant revenue generator for the Postal Service. MMA 

witness Bentley’s testimony indicates that for every dollar that the Postal Service 

spends to process and deliver workshared mail, workshared rates produce more 

than three dollars of revenue. I also understand that no other category of mail 

contributes as much to institutional costs. This relationship tells me that 

workshared mail has a very positive impact on postal finances and helps to 

maintain a viable postal system that benefits all mailers, including those in other 

classes. 

Approval of the discounts proposed by the Postal Service will send 

Verizon and other workshare mailers a signal that their efforts are still valued. 

Adoption of the discounts proposed by APWU would send exactly the opposite 

message, namely that their business is no longer valued. Any reduction in 

workshare discounts will have a negative effect on Verizon’s use of First Class 

mail and could lead Verizon to place greater reliance on readily available, less 

costly alternative methods for bill presentment and payment. 

10 
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Moreover, as previously noted, Verizon’s worksharing capabilities rely 

heavily on capital investment decisions made far in advance of implementation. 

Unnecessarily complex and contentious rate setting procedures make these 

types of large investment decisions uncertain and risky. To the extent that there 

are viable alternatives, such as electronic bill presentment and payment systems 

that have more transparent and controllable costs, Verizon likely will take steps 

to encourage customers to make greater use of these alternatives. 

Finally, it has been Verizon’s experience that once a customer views and 

pays a bill electronically; the customer does not want to use the paper mail 

system. In that event, the Postal Service forfeits not only the revenue from 

Verizon’s monthly outgoing invoice but also the full single piece revenue on the 

incoming CRM mail piece. Since Courtesy Reply Mail contains a Postnet 

barcode and can be processed by USPS automation, the net revenue loss from 

such pieces could be substantial. 

VIM. CONCLUSIONS 

Verizon has maintained an excellent working relationship with the Postal 

Service for many years and would like to continue that cooperative relationship. 

Verizon strongly supports the Postal Service’s proposal for modest increases in 

work sharing discounts and opposes the APWUs proposal to reduce worksharing 

discounts dramatically. The profitable workshare mail category represents a 

valuable financial resource for the entire postal system. Worksharing should be 

preserved and encouraged, not devalued and discouraged, as adoption of 

APWU’s discounts would do. 
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CHAIRMAN OMAS: This now brings us to oral 

cross examination. There have been two requests for 

oral cross of Ms. McCormack. Mr. Anderson, would YOU 

proceed. 

MR. ANDERSON: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. ANDERSON: 

Q Ms. McCormack, I'm Darryl Anderson. I'm 

counsel for the American Postal Workers Union. I have 

just a few questions for you today. 

A Okay. 

Q I know you have your testimony before you. 

I'm going to make reference to some pages from it, and 

I think you'll probably remember, but I'll give you 

page references, in case you want to check. 

Your testimony states that Verizon mails 40 

million high quality letters per month. 

A Yes. 

Q Simple mathematics tells me that's 480 

million letters a year; fair enough? Is that correct? 

A Correct. 

Q Now on pages four and six of your testimony, 

you explain that this mailing effort requires some 

expensive and very high tech equipment. 

extract from those two pages a short list here. I 

I've tried to 

Heritage Reporting Corporation 
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think I just have five that I wanted to ask you about. 

I'll just name all five. 

One is laser printers, mail inserters, 

sleeving apparatuses for sleeving trays, pelletizing 

machinery so that you can pelletize to trays on 

pallets, and shrink wrapping apparatus to shrink wrap 

the pelletize trays. Those are all things that you 

use to prepare the mail for mailing, for turning over 

the Postal Service which, as I understand it, you do 

to the Postal Service. In the ordinary course of your 

business, you turn it over to the Postal Service at 

your own plants where the Postal Service trucks pick 

it up. Is that right? 

A Correct. 

Q Okay, now the question I have is whether, 

with regard to these types of equipment, those are 

really dependent on pre-sort discounts. I think, at 

least with regard to some of them, you would agree 

with me that these are expenses that a large mailing 

operation like Verizon would have to incur anyway. 

I'm not asking you to just respond to that. But for 

example, laser printers - -  even if there were no such 

thing as a pre-sort discount, you'd be using laser 

printers to prepare your mail, wouldn't you? 

A Yes. 

Heritage Reporting Corporation 
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Q And you'd certainly need mail inserters to 

insert whatever it is you're going to put in the 

envelope. 

A Yes. 

Q And if you were going to be turning your 

mail over to the Postal Service in mail trays, I 

suggest to you that you would probably sleeve those 

trays, just to prevent the letters from falling Out; 

likely? 

A N o t  necessarily - -  we could band them. We 

don't have to have a sleeper and incur that expense of 

actually having a sleeving machine. 

Q But you'd do something to keep them from 

falling out of the trays, because it's your mail and 

its valuable. Isn't that correct? 

A It could be. 

Q Likewise, if you're going to be moving 

pallets of mail, volumes of mail so big that it 

requires pallets to move it out of your plants and 

into trucks, you're going to have to have pallet 

loading machinery to do that; whether there's a pre- 

sort discount or not. Isn't that a fair statement? 

Otherwise, how could you get the mail out of your 

plant? 

A 1 guess, yes, even if we were not getting 

Heritage Reporting Corporation 
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discounts, we would still have to incur these costs, 

which is where our - -  

Q That's the only point I'm trying to bring 

out. 

A Exactly . 
Q Thank you, MS. McCormack. 

A My contention is, we wouldn't be making 

these capital investments over the long haul as much 

as we do if we didn't receive the Postal discounts. 

Q Well, I think my point though, and I think 

maybe you'll agree with this, is that you're really 

talking about the Postal rates that you pay; more than 

you are talking about the amount of discounts. Pardon 

me for filabustering here, but I'm trying to make this 

clear. 

You don't need incentives to print your mail 

with laser printers, or to buy mail and sorting 

equipment, or to sleeve it or band it, or to palletize 

it. You've got to do all that stuff anyway. So what 

you're really saying is, we might not be sending as 

much mail if the rates were higher. Isn't that what 

you're really saying? 

A No, what I'm saying is that to get the 

Postal discounts, I only have to put a bar code on the 

mail and it has to be pre-sorted. I don't have to do 

Heritage Reporting Corporation 
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all of the other things that we do for the Post 

Office. So we're actually earning those discounts 

from the Post Office. You know, it's very hard to 

earn these discounts. 

Q Well, I hear the words you're saying. But I 

think you and I just agreed that that doesn't 

translate into laser printers and all this other 

equipment. You have to do that anyway, just because 

you're a big mailer. That's what you'd have to do. 

A Well, you know, there are other alternatives 

that we could certainly use. 

Q I'm aware of that, and I'd like to turn to 

that. But before we do, you describe, I think, around 

page seven, how the Post Office picks up this 

palletized mail on your loading docks and, in some 

instances, trucks it fairly long distances directly 

because you've sorted it in a way that whole 

truckloads go all in the same direction and sometimes 

at a long distance. Is that a fair statement? 

A Yes. 

Q Would you agree with me that the Postal 

Service is giving you pretty good service to do that 

for you? 

A Well, we would hope that they do. But 

that's not necessarily the case, because we have 

Heritage Reporting Corporation 
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seeded mail, and we know for a fact that that's not 

necessarily true. 

Plus, we are saving the Post Office 

transportation costs, because they don't have to take 

that mail from our dock and go to a local USPS and 

then load it onto another mail truck. They can take 

this mail directly right up to the HAS up in New 

Jersey, and it doesn't even have to go through any of 

the local HAS. 

Q I've forgotten, are these bills? Is that 

what they are? 

A Yes, yes. 

Q You certainly want them to be delivered as 

fast as you can, I assume. Isn't that correct? 

A Yes. 

Q Time is money when you're sending out a 

bill. Is that a fair statement? 

A Yes. 

Q You mention, among the other things that you 

have to spend money for, that you spend $300,000 for 

computer software. 

A Right. 

Q You're not in the contract software 

procuring business for Verizon, I assume, that you're 

the mail Postal liaison, so you may not know the 

Heritage Reporting Corporation 
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answer to this question. 

fair to assume, that the $300,000 is the license for 

the software, and then you have a maintenance 

agreement for the succeeding years that's much less 

expensive, so that you maintain the viability of that 

software in the current environment or the current 

status? Do you know if that's a fair statement? 

But do you know, or is it 

A I don't feel comfortable saying yes or no. 

Q Okay, but in any event, that $300,000 

license is software that is applied to 480 million 

pieces of mail a year, as I understand it. 

A Yes. 

Q Now I had promised you I'd return to the 

point you were making about how important these 

discounts are to you, and that YOU have some other 

alternatives. We are aware of that. On page 10, near 

the bottom, lines 18 through 24 - -  

A Okay. 

Q You speak in that first sentence, beginning 

on line 18, about the Postal Service sending a signal 

that your efforts are still valued. Because I 

represent the Union, I don't feel comfortable speaking 

for the Postal Service. I j u s t  w a n t  to say, the 

American Postal Workers Union values your mail, and we 

appreciate your business, and we're not trying to send 

Heritage Reporting Corporation 
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you any other signal. 

But as to the signal or non-signal, I think 

you'd agree with me that Verizon is going to decide 

whether to mail, not based upon a subjective 

impression. 

upon a price and cost and value analysis. 

a fair statement? 

It's going to make that decision based 

Isn't that 

A Yes. 

Q Looking back now at page four of your 

testimony if you would please, I want to make sure 

that I understand Footnote 2 correctly. If you'll 

bear with me, I just want to read that first sentence 

and Footnote 2 on page 4. "Verizon currently has what 

we call blue ribbon teams conducting feasibility 

studies of various measures to reduce Postal expenses, 

including ultimately converting to a paperless 

environment. '' 

So when you talk about prices perhaps 

leading you to go electronic, which is essentially 

what that's referring to - -  

A Right. 

Q - -  it sounds to me like if you have blue 

ribbon teams, plural, trying to get there, as Mr. 

Tress just testified on behalf of the Postal Service, 

you're going to do that as quick as you can, 

Heritage Reporting Corporation 
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regardless of a few cents one way or the other on a 

piece of mail. Isn't that correct? 

A Not necessarily - -  I mean, currently today, 

we don't offer our customers any incentive to go to 

either a one bill for our various services that we do 

offer; nor do we offer any kind of an incentive for 

them to go electronically. So I wouldn't say that 

that that's totally accurate. 

Q But your blue ribbon teams are conducting a 

bottom to top review of all bill and print 

distribution processes to prioritize, promote and 

implement the appropriate smart bill choice for all 

your bills, correct? That's your statement. 

A Right. 

MR. ANDERSON: I think I understand your 

statement. I don't have any other questions; thank 

you. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

Mr. Costich? 

MR. COSTICH: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. COSTICH: 

Q Good afternoon. 

A Good afternoon. 

Q I'm Rand Costich for the OCA. I'd like to 

Heritage Reporting Corporation 
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continue with-Footnote 2 in your testimony. 

A Okay. 

Q How long have you had these blue ribbon 

teams that you talk about? 

A Actually, they just started up within the 

past six months. 

Q And can you describe in any more detail than 

you have in this footnote what those teams have come 

up with? 

A No, I can't. 

Q Could you look at page 7 of your testimony, 

Footnote 6? Here you're talking about seeding the 

mail. 

A Right. 

Q And that's to find out how long it takes 

mail to be delivered. 

A Right. 

Q 
A We do it on an ad hoc basis or an as-needed 

How long has Verizon been doing that? 

basis. It's not something that we do every month. 

But we do do it a number of times a year. 

Q And I believe you say service standards are 

not met all of the time. 

A Correct. 

Q Can you give me some idea of how often the 

Heritage Reporting Corporation 
(202) 628-4888 
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delivery standards are not met? 

A I would say approximately 50 percent of the 

time they're not met. 

Q Do you have any sense of how frequently that 

might occur if you did not do all the extra work that 

you do for to the Postal Service? 

A I couldn't answer that. 

MR. COSTICH: NO further questions, Mr. 

Chairman. 

CHAIRMAN OMAS: Thank you, Mr. Costich. 

Is there anyone else who wishes to cross 

examine Witness McCormack? 

(No response. ) 

CHAIRMAN OMAS: Are there any questions from 

the bench? 

(No response. ) 

CHAIRMAN OMAS: There being no questions 

from the bench, Mr. Hall, would you like some time 

with your witness? 

MR. HALL: I don't think so. 

REDIRECT EXAMINATION 

BY m. HALL 
Q Let me just ask her to explain one term that 

she used, and that is in response to a question by Mr. 

Anderson. I believe it was that you used the term 

Heritage Reporting Corporation 
(202 )  628-4888 



13181 

I 

i 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

"one bill"? 

A Correct. 

Q Could you explain what that is and how that 

relates or doesn't relate to electronic diversion? 

A Okay, currently today, if you have Verizon 

Wireless, which would be your cellular phone, and you 

have a land line phone; or you may have our other 

offerings of FIOS, which is fiber to the home; and 

Direct T V ,  you can combine all of those features onto 

one bill. 

Whereas, today, Verizon Wireless is a 

subsidiary. I mean, we own 60 percent of Verizon 

Wireless, but we don't own the whole thing. So they 

do send out their own bills - -  Verizon Wireless. But 

they can definitely be included in one bill, and we do 

offer that to our customers. 

MR. HALL: Thank you, that's all that I 

have. 

CHAIRMAN OMAS: Thank you, Mr. Hall. 

Ms. McComack, that completes your testimony 

We appreciate your appearance and your here today. 

contribution to our record. I thank you and you are 

now excused. 

(Witness excused.) 

CHAIRMAN OMAS: Mr. Hall, would you please 

Heritage Reporting Corporation 
(202) 628-4888 
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call your next witness? 

MR. HALL: Yes, Mr. Chairman, I certainly 

Major Mailers Association calls David Gorham to will. 

the stand. While Mr. Gorham is going up and getting 

comfortable there, let me just say that there have 

been some notices sent out that I think have 

misspelled his name. So for the court reporter, I 

will say that his name is spelled G-0-R-H-A-M, rather 

than Gorman. 

DAVID GORHAM 

having been duly sworn, was called as a 

witness and was examined and testified as follows: 

CHAIRMAN OMAS: Please be seated. 

Mr. Hall, you may begin. 

MR. HALL: Thank you. 

DIRECT EXAMINATION 

BY MR. HALL: 

Q Mr. Gorham, do you have before you two 

documents that are identified as MMA-RT-2 and entitled 

Rebuttal Testimony of David Gorham on Behalf of Major 

Mailers Association? 

A Yes, I do. 

(The document referred to was 

marked for identification as 

Exhibit MMA-RT-2.) 

Heritage Reporting Corporation 
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BY M R .  HALL: 

Should any changes or corrections be made in Q 

those documents? 

A No. 

Q Do you adopt what's in those documents as 

your sworn testimony in this proceeding? 

A Yes. 

MR. HALL: At this time, Mr. Chairman, I 

will hand the copies that we've been discussing to the 

court reporter and ask that they be admitted in 

evidence. 

CHAIRMAN OMAS: Is there any objection? 

(No response. ) 

CHAIRMAN OMAS: Hearing none, I will direct 

counsel to provide the reporter with two copies of the 

corrected testimony of David Gorham. 

is received into evidence and is to be transcribed 

into the record. 

That testimony 

(The document referred to was 

received in evidence and is 

to be transcribed into the 

record as Exhibit No. MMA-RT- 

2 . )  

/ /  

/ /  

Heritage Reporting Corporation 
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Direct Testimony of David Goham 
On Behalf of 

Maior Mailers Association 

1. INTRODUCTION 

A. Statement of Qualifications 

My name is David Gorham. I am the Manager, Postal Services for CSG 

Systems, Inc. I have held my current position since 1996, and have been 

employed by CSG, working in the postal industry, for more than 25 years. 

My job responsibilities include acting as CSG's primary liaison for all 

matters that concern the Postal Service (USPS). Generally, this entails 

communicating all regulatory changes to our internal operations and working with 

the Postal Service when service or quality issues arise. I am also charged with 

understanding all of the many, complex postal requirements that are applicable 

to our business and training appropriate CSG personnel to insure that CSG 

remains compliant in all areas to maximize the postal discounts we earn for our 

clients. 

As part of my duties, I am an Executive Board Member of Major Mailers 

Association, a group of high volume First Class Mailers, with members in the 

Telecommunications, Utilities, Insurance, Financial Services, and Mailing 

Services industries. MMA members are interested in all issues that concern 

postal rates and regulations that impact First-class workshared mailers. I am 

also a member of the Mailer's Technical Advisory Committee and a member (and 

former member of the Executive Board) of the Association for Mail Electronic 

Enhancement (AMEE).' 

I attended the University of Kentucky from 1977 - 1979 where I majored in 

Business. 

I have not previously testified before the Postal Rate Commission. 

AMEE was established to promote electronic enhancements of the mail to increase its value 
and utility by working in partnership with the Postal Service. postal service Mganlzatis and 
other trade associations with similar interests. 
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B. Purpose Of My Testimony 

The primary purpose of my testimony is to provide qualitative reasons why 

the Commission should recommend the First Class workshare discounts 

proposed by the Postal Service and reject the discounts proposed by the 

American Postal Workers Union (APWU) and the Office of Consumer Advocate 

(OCA). I will also explain the worksharing functions that CSG and other high 

volume mailers perform in preparing mail for the Postal Service. CSG spends a 

tremendous amount of time and resources to make it possible for its mail to 

bypass many activities that USPS personnel would otherwise have to perform in 

order to deliver the mail. 

There are no supporting documents associated with my testimony. 

II. BACKGROUND: FIRST-CLASS MAIL AND CSG'S CORE BUSINESS 

CSG is a leading provider of outsourced billing, customer care, and print 

and mail solutions and services supporting the North American converged 

broadband and direct broadcast satellite ('DBS") markets. Our solutions support 

some of the worlds largest and most innovative providers of bundled multi- 

channel video, Internet, and IP-based services. Our unique combination of 

solutions, services and expertise ensure that cable and satellite operators can 

continue to rapidly launch new service offerings, improve operational efficiencies 

and deliver a highquality customer experience in an intensively competitive and 

ever-changing marketplace.' 

CSG utilizes First-class Mail on a large scale to send tens of millions of 

monthly statements to the end users served by our clients. Often, the monthly 

billing statement, which includes a Courtesy Reply Mail envelope, is the only 

regular Touch-point" our clients have with their customers. Consistency, quality 

and timely delivery of CSG's mailings are very important to our clients because 

CSGs customer care and billing systems wordinate many aspects of the customer's 
interaction with our service provider clients, from the inliil set-up and activation of customer 
accounts, to the support of various service activities, through the monitoring of customer invoicing 
and accounts receivable management, and the presentment of customer invoices. These 
systems enable our service provider clients to manage the liecycie of their customer interactions. 
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these factors directly impact the relationship our clients have with their 

customers. 

As an integral part of mailing services, CSG also offers a software solution 

that enables our clients to mail billing stuffers along with monthly invoices. This 

"extra" service that CSG provides is an extraordinary benefit for our clients since 

it provides an extremely lowcost opportunity to market additional products and 

services. This service, which sometimes is called YII the ounce," permits our 

clients to automatically put one or more inserts into a billing envelope only when 

doing so would not exceed the weight that would trigger an additional ounce 

charge. 

CSG goes to great lengths to insure that mail remains a viable, cost 

effective option for our clients and their customers. To meet this goal, we work 

closely with the Postal Service to provide the highest quality workshared mail. 

Worksharing begins with mail piece design. Each new mailing application must 

be approved in advance by the Postal Service's Mail Piece Design Analyst 

(MPDA) to ensure all automation requirements are met. This entails providing an 

actual pre-production sample of the proposed mail (piece including the insert) to 

the MPDA. The MPDA examines the sample to be sure that it meets all USPS 

requirements for mail piece design, including "reflectance," paper and ink color, 

print quality, paper stock, and placement of the address and prebarcode. If the 

sample mail piece is approved by the MPDA, we then proceed with full 

production and mailing of the new mail piece. If our sample mail piece is not 

approved, we must redesign the mail piece and reapply to the MPDA until 

approval is obtained. 

On any given day, CSG sends out over one million First Class workshared 

letters for its clients. To maximize the efficiency of mail preparcition and 

acceptance, CSG has made special capital investments in equipment to 

automate these processes wherever possible. Such equipment includes 

automatic tray sleeving devices, tray banding systems, tray sorting conveyors, 

automatic scales, and high capacity equipment to shrinkwrap pallets of mail trays 
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and load pallets onto large Postal Service trucks. All of these items require CSG 

to incur additional costs for maintenance and related supplies. 

To facilitate mail entry, CSG has worked with the Postal Service to 

establish a Detached Mail Unit (DMU) at each of our two operating centers. 

Having a DMU at CSG's plants allows the USPS to conduct mail verification and 

acceptance on site, rather than the local Postal Service plant. Accordingly, 

DMUs and related plant load arrangements we have put in place make it possible 

for many truckloads of mail to bypass the local postal facility entirely, thereby 

avoiding time consuming and expensive processing by the Postal Service. 

CSG also employs Postalone! for transportation management. The 

Postalone! transportation system allows us to schedule, in advance, the lowest 

cost transportation for each tray in our production line while the tray is still being 

processed in CSG's fa~i l i ty.~ WHh Postalone!, the Postal Service has access to 

data on the volume and destination of our outgoing workshared mail several 

hours in advance. In addition, it allows us to "presort" truckloads of mail so that 

every day several truckloads of CSGs mail can be routed so as to bypass one or 

more intemediate hubs or HASPS, at which cross docking would otherwise have 

to be performed by the Postal Service. This practice of loading trucks with mail 

destined to the same delivery area is fairly new and has increased substantially 

over the past few years as we and the Postal Service have become more attuned 

to PostalOne!'s capabilities. 

Postalone! is a good example of the cooperative and mutually beneficial 

relationship that exists between high volume mailers such as CSG and the Postal 

Service. By leveraging new technologies and thinking "smart," !he Postal Service 

and high volume mailers routinely save significant transportation and related mail 

processing costs that the Postal Service must incur when much lower, less 

regular, volumes of mail are accepted at a local postal facility. With the advent of 

Postalone! there can be no doubt that the Postal Service saves transportation 

' In practii, the USPS defines the transportation they want CSG to assign, and CSG assigns 
the transportation to each tray by affixing the D8R tags to the trays. and separating the mail trays 
according to the transportation defined by the USPS from each operating center. 
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costs because of the manner in which we pack its trucks, compared to just eight 

years 

The requirements that CSG must meet to qualify its mail for workshare 

discounts are numerous and complex. Moreover, these requirements are not 

static. For example, in recent years, the Postal Service has imposed increasingly 

complex and costly address hygiene and Move Update requirements on 

workshare mailers. Whenever a new requirement is imposed, CSG and other 

mailers must incur significant costs to upgrade and/or expand the CPU and 

storage capacity of their computer systems and modify existing mail processing 

procedures to accommodate these changes. The Postal Service's unilateral 

decision to engraft a new Delivery Point Validation (DPV) requirement at about 

the same time new rates from this case will be implemented serves as a timely 

example of difficulties workshare mailers face. Early indications are that 

compliance with the new DPV requirements will result in several adverse 

impacts, including (1) a material reduction in workshare mailers' discount eligible 

mail, (2) a dramatic negative effect on system performance, due to increased 

processing time caused by the additional DPV matching, and (3) a general 

slowing of mailers' production of mail. These additional costs coupled with the 

general rate hike amount to a double increase that will occur at just about the 

same time. Needless to say, CSG is quite concerned about the long term 

outlook for discounts, especially in light of the largely hidden cost demands put 

upon us by the Postal Service in order to qualify far workshared discounts. 

111. ADVENT AND GROWTH IN USE OF ELECTRONIC ALTERNATIVES 
TO MAIL 
CSG has invested hundreds of millions of dollars in facilities, equipment, 

and employee training to establish, maintain, and improve its high volume mailing 

operation. Notwithstanding this enormous financial commitment, most of our 

clients expect and require CSG to provide them with alternative electronic bill 

Even with our full commitment to provide the most efficient mail possible to the Postal 
Service, not all of our letters will qualify for automation rates. Therefore, we u t i l i  the services of 
local prwort houses to co-mingle our residual letters with their mail. Consequently, only a very 
small portion of our mail pays the First-class Single Pieca rate. 
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presentment and payment solutions. Accordingly. in 1999, CSG began offering 

its clients the Electronic Bill Presentment and Payment (EBPP) service. 

EBPP is a natural outgrowth of greater customer acceptance of electronic 

alternatives to paper mail, including the Internet and email. At the end of the day, 

CSG cannot remain wedded to paper mail bill presentment and payment. In the 

last analysis, CSG’s clients are in the business of providing customers with 

choices and delivering the highest level of customer satisfaction as part of the 

core broadband and satellite services they offer. CSG is in the business of 

facilitating the customer care choices of its clients and insuring wherever possible 

that its clients are satisfied. As such, CSGs use of the Postal Service and 

available electronic alternatives reflects the choices that are made by its clients 

and the customers they serve. 

While EBPP is a growing segment of our business, we believe that for 

many of our clients, monthly paper statements are still the preferred method of 

customer communication. CSG is committed to using First-class service as long 

as we, and our clients, believe they are paying a fair price for reliable delivery 

service. 

IV. OVERVIEW OF FCM WORKSHARE DISCOUNTS 
My testimony supports the specific First Class workshare discounts that 

the Postal Service has proposed in this case. The resulting workshare rates 

represent a significant increase over current rates. Moreover, this will be the 

second such increase in two years. Frequent rate increases of such magnitude, 

coupled with a relentless expansion of ever more complex regulations make it a 

challenge for mailers like CSG just to keep up, Add to this environment the 

repeated requests from local postal officials that have to be met and it is easy to 

understand why our company has to devote such vast resources to achieve our 

goal of maximizing the volume of our clients’ mail that qualifies for workshared 

discounts. 

It is my understanding that MMA witness BenUey has submitted a cost 

savings analysis that supports the Postal Service’s proposed workshare 

7 
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discounts. These proposals send the correct signal to workshared mailers 

whose business decisions today impact their ability to workshare in the future. 

In contrast, American Postal Workers Union (APWU) witness Kobe’s 

proposed discounts for First Class workshared mail would be 17% - 20% lower 

than the discounts proposed by the Postal Service and suppotted by MMA.5 I 

also understand that APWU’s proposal to lower the discounts in this case is just 

phase one of a two-step proposal to lower discounts even further. The table 

below shows just how much lower the APWU and OCA proposed discounts are 

as compared to the Postal Service’s proposed discounts. 

Table I 
Comparison of USPS, APWU and OCA Proposed Workshared Discounts 

(Cents) 

Mixed AADC 

3 Digit 7 A 

5 Digit 10.8 8.9 8.9 

Discounts Discounts 
% Change % Change 

-18% 

-17% -19% 

-18% -21% 

Adoption of the discounts proposed by APWU would be counter 

productive. It simply will not serve the best interests of the Postal Service or 
workshare mailers. Ultimately, it could have an unnecessary adverse impact not 

only on workshare mailers, but all other mailers as well. 

The discounts proposed by the Postal Service essentially maintain rate 

relationships that have existed for some time. In contrast, APWUs proposed 

discounts would disrupt these existing rate relationships and severely strain the 

equilibrium that both the Postal Service and workshared mailers have worked so 

hard to attain. APWUs rates send entirely the wrong signal to First Class 

workshare mailers such as CSG about the value of their worksharing efforts. 

My conclusions about the adverse consequences of adopting APWU’s proposed discounts 5 

also apply to the OCA’S proposal in thii case. 

8 



3 

4 

5 

6 

7 
6 

9 

10 

11 

12 

13 

14 

15 

0 l6 17 

10 

19 

20 

21 

22 

23 

24 

25 

0 

13193 

More importantly, CSGs clients and mailers like them would be forced to re-think 

their opinion as to the value of using direct mail as their “touch point“ for reaching 

out to their customers. A sharp reduction in discounts in this case and the 

prospect of further reductions in the next case would enhance the relative value 

of CSG’s EBPP service and accelerate conversion of our clients’ customers to 

less costly electronic bill presentment and payment options.6 

V. IMPACT OF FIRST-CLASS WORKSHARED DISCOUNTS ON LARGE 
MAILERS 

There is no doubt that it will take time for mailers such as CSG to react to 

any change in workshare discounts. We have already made very large, long- 

term commitments in terms of space, equipment, and employee training to 

cement our existing relationship with the Postal Service. 

The costs involved for a company like CSG to build and support a high 

quality mailing operation are huge. To begin with, CSG has invested hundreds of 

millions of dollars in very large facilities in which high volumes of outgoing mail 

can be processed and properly presented to the Postal Service. CSG has also 

made significant investments to build, maintain, and upgrade frequently a state- 

of-the-art computer (hardware and software, including postal related software) 

and mail processing equipment, such as extremely accurate high speed laser 

printers? mail inserters, automated systems for sleeving, banding, and conveying 

full trays of letters and, finally, large capacity pallet handling equipment such as 

automatic shrink wrapping equipment and heavy fork lifts systems that CSG uses 

to load and routinely presort full tractor trailer trucks for the Postal Service. 

Workshare mailers like CSG also devote substantial time and resources to 
ensure the addresses they use are as accurate and current as possible. We 

I do not mean to impty that our clients would, or could, stop using the Postal Service 
overnight. In my judgment, C S G s  clients could achieve some of their cost containment goals by 
moving more of their bread and butter bill presentment and payment business to available 
electronic alternatives such as EBPP. At the Same time, they could maintain the touch-point with 
their customers through less frequent. more targeted First Class workshare mailings for 
marketing or other purposes. Once CSG’s dients make decisions to switch their customer 
vo ices from mail to EBPP. there will be no turning back. 

CSG typically spends $ 600,000 to over $1 million to purchase a high-speed laser printer. 
CSG, which uses 14 such printers, must plan to replace each printer after 6-8 years of service. 
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share an important goal with the Postal Service - to keep Undeliverable-as- 

addressed (UAA) mail to an absolute minimum. Accomplishing this involves 

regular use of Coding Accuracy Support System (CASS) software' as well as 

either National Change Of Address (NCOA""k)or Address Change Service (ACS) 

to ensure mailers are using the most recent move update information. Use of 

these software systems involves additional mainframe computer time and other 

resources to retrieve new address information, and update databases to ensure 

they are using the most current, accurate customer address data. These efforts 

will be enhanced even more when DPV becomes mandatory next year. 

Mailers who do not workshare are not required to make any of these 

investments and do not make the "extra" effort to meet the Postal Service's 

automation and address hygiene requirements. Obviously, the Postal Service 

and mailers have spent so much time and effort on reducing expensive UAA mail 

because the problem was serious and these efforts produce substantial savings. 

Finally, CSG also makes extremely important, ongoing investments in 

training its employees to make sure that CSG mailings comply with all current 

and frequently changing postal prerequisites necessary to produce "clean" 

statementsg for presentation to the USPS. Consequently, our mail is the most 

efficient mail to deliver, requiring minimal individual processing, and has a much 

lower probability of requiring very expensive manual processing than comparable 

nonworkshared letters. 

Because high volume, quality mailing operations are so capital intensive, 

we need to know that First-class rates will be relatively stable and predictable, as 

they have been for the past two decades. Adopting APWUs proposed 

Even with all these good intentions, pmblems still exist. On occasion, service providers such 
as CSGs clients are notfkd about a customet's move before the Postal SeMce. If an address is 
updated in our database before the NCOAL'* database, the correct address could be changed 
back to the old address resulting in an UA4 letter. If that address is new, such as a recently 
completed house or apartment building, it may not have yet k e n  added to the CASS database, 
and the mail as addressed could fail CASS certification. Under this circumstance, a valid 
prkshared letter could be unfairly declared ineligible for workshared discounts. 

Producing "clean" customer statements begins with working diligently to purchase paper and 
envelopes. again ensuring that the envelope stock meets postal standards, will run efficiently on 
enclosing and postal sorting equipment, and clearly display the delivery point barcode in the 
address 'block." 

10 
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workshare discounts would disrupt our long term planning and call into question 

the wisdom of continuing to participate in the Postal Service's workshare mail 

program. 

In contrast, building and maintaining an electronic billing and payment 

remittance environment involves much lower initial and ongoing investments. 

For example, with electronic billing, the hardware and maintenance costs for 

printing, enclosing, and presenting paper invoices would all be eliminated. 

Similarly, in preparing and presenting electronic invoices to consumers, CSG and 

its clients would not be subject to the same complex and ever changing 

requirements imposed by the Postal Service on paper mail. EPBB certainly has 

several advantages over direct mail, except for the one intangible consideration 

of "touching" the customer that continues to be important to our clients. 

Mailer perceptions regarding likely future changes in postal rates and rate 

relationships are extremely important, perhaps even more important than short 

run rate changes. If CSG's clients perceive that, within the foreseeable future, 

the cost to mail monthly statements through the postal system might become too 

expensive relative to electronic alternatives, I believe there will be less interest in 

worksharing. This is precisely the type of counter productive signal that adoption 

of APWU's proposed discounts would send to workshare mailers. 

VI. CONCLUSIONS 

Workshare mailers do not expect or want special treatment. However, 

they do need to know that their diligent efforts to produce quality workshared mail 

pieces are appreciated, and that the Postal Service and the Commission 

recognize their efforts in workshared mail rates. Mailers do not mind paying a 

fair rate, as long as they do not feel they are being singled out for unfair rate 

treatment. We know that our extraordinary efforts not only save the Postal 

Service untold amounts of money, but also helps them to better meet their 

delivery standards. There is no doubt that we can help each other, but this 

relationship can stay meaningful only if each party is satisfied with the 
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arrangement. The APWU's proposed rates will seriously damage the stability of 

that relationship. 

In conclusion, First-class workshared mailers work very hard to follow the 

rules, invest in new technologies to improve mail quality, and integrate postal 

products into their business strategies. CSG wants the mail to remain viable 

because we still feel it is the most effective vehicle for our clients to reach 

customers consistently. Mail offers opportunities to market other products and 

services through the monthly billing statements. Significantly, these activities 

often generate additional mail and package service business for the Postal 

Service. It is essential that the mail service be reliable, and fairly priced to meet 

the needs of our clients. Workshare mailers must believe that they receive a 

quality product at a good price, or they will look elsewhere for solutions. 
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CHAIRMAN OMAS: This now brings us to Oral 

cross examination. Two requests for oral cross have 

been filed. Mr. Anderson, would you please begin? 

MR. ANDERSON: Thank you, Mr. Chairman. 

CROSS EXAMINATION 

BY MR. ANDERSON: 

Q Mr. Gorham, I'm Darryl Anderson. I'm 

counsel for the American Postal Workers Union - -  good 
afternoon. 

A Good afternoon. 

Q I have just a couple of brief questions for 

you, sir. You're the Manager of Postal Systems for 

GCS Systems, Inc. Is that correct? 

A That's correct. 

Q Okay, you're also on the Executive Board of 

the MMA? 

A Yes. 

Q I'm the newcomer here. So everybody else 

probably knows. But I really want to know, does the 

Major Mailers include mostly first class mailers or 

standard mailers, or both? 

A Members of Major Mailers may mail both first 

class and standard, But primarily, they are first 

class mailers. 

Q With regard to what CSG does, I've read and 

Heritage Reporting Corporation 
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re-read on page 3 of your testimony - -  and I think you 

have it there before you - -  under the heading 

"Background" on page 3 ,  first class mail and CSG's 

core business - -  

A Yes. 

Q - -  that first sentence, and I'll just quote 

it for you. 

outsourced billing, customer care, and print and mail 

solution, and mail solutions and services supporting 

the North American Broadband and Direct Satellite 

markets." I think what you're saying is that you mail 

people's bills for them, right? 

It says, "CSG is a leading provider of 

A Yes, we do. In addition to that, we provide 

a billing customer care and billing platform for our 

customers. So we write software license software to 

them, and the end result is we print, insert, and mail 

statements for them, as well. 

Q You can mail their bills for them - -  

A Yes. 

Q - -  or you can provide software so that they 

can do it themselves. Is that what you're saying? 

A Or we can provide software that then 

provides or allows us to print their statement. 

other words, it's the complete package, if they wish. 

They can bring it to you, and you'll get it 

So in 

Q 
Heritage Reporting Corporation 

(202) 628-4888 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

2 5  

13199 

mailed or you'll actually prepare it for them if they 

want you to. 

A Exactly. 

Q I got it. Now you were probably here for my 

colloquy with Ms. McCormack. So I've done pretty much 

the same thing with your testimony that I did with 

hers. I went through it to look at what you were 

saying about the kind of equipment that was necessary 

to do the work that you do. 

From pages 4 and 9 of your testimony, I've 

extracted a list of things that you say you have to 

have in order to do what you do. 

A Yes. 

Q Those include a state-of-the-art computer, 

mail processing equipment, a laser printer; mail 

inserters; automated systems for sleeving, banding, 

and conveying trays; large capacity pallet handling 

equipment, including shrink wrapping equipment; and a 

heavy forklift system for getting the trucks loaded. 

A s  I suggested to Ms. McCormack, it seems to 

me that as a mailer of tens of millions of monthly 

statements, that regardless of any discount the Postal 

Service provides, if you were going to mail tens of 

millions of statements, you would need this same 

equipment. Wouldn't you agree with that? 

Heritage Reporting Corporation 
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A We could provide many of those services 

through additional manual labor. But we have 

obviously made a choice to attempt to be more 

efficient. Some of those requirements are put upon us 

by the Postal Service to provide mail pre-sorted in 

certain ways, so that we can earn the discounts which 

we attempt to do. 

Q But you would certainly use computers to 

print your mail labels, wouldn't you? 

A We would use laser printers. 

Q Yes, but you'd buy a computer that would 

generate the list. Isn't that correct? 

A Yes, we would. 

Q And you'd have to have mail inserters. 

A Yes. 

Q And you would be putting your mail in trays. 

A Based on the requirement the Postal Service 

places upon us. 

Q Well, you'd certainly be putting your mail 

in something. 

A Yes. 

Q If it wasn't trays, you'd be incurring a 

similar expense to put it in something else. Isn't 

that correct? 

A That's correct. 

Heritage Reporting Corporation 
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Q Okay, and whatever it is you put it in, you 

wouldn't want the letters falling out as they were 

transported. 

them. Isn't that correct? 

So you'd probably band them or sleeve 

A Yes. 

Q You'd have to put them on pallets in order 

to get them into trucks. 

A Or on some other type of equipment, such as 

rolling stock. 

Q Right, something similar. 

A Something, yes. 

Q Of similar cost, too, probably. 

A Yes. 

Q So then you'd have heavy forklifts to load 

them into the trucks. You'd have to have all that 

stuff . 

A We'd have to have some method. 

Q Right, okay, now I just have one more point 

to make. This may sound more contentious than I mean 

to be. So please don't be offended at the outset 

here. We'll have a little dialogue about what I'm 

driving at. Back on page 10 of your testimony - -  
MR. HALL: Excuse me, that was page lo? 

MR. ANDERSON: Yes. 

MR. HALL: Thank you. 

Heritage Reporting Corporation 
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BY MR. ANDERSON: 

Q Beginning on line 22 on page 10, and going 

over to line 3 on page 11, I read that passage from 

the bottom of page 10 to the top of page 11 as 

basically sort of a warning that if things get too 

expensive, CSG or other major mailers may stop 

participating in the Postal Service's Workshare 

Program. Is that a fair statement; sort of a shot 

over the bow - -  don't make it too expensive for us? 

A I would say that if it becomes too 

expensive, it causes mailers such as the Major Mailers 

Association, and certainly our company and our 

clients, to look for other alternatives. 

Q Your company - -  I went on the Internet, and 
I think I learned; so you can tell me if I learned 

correctly - -  your company was about a $ 9 8 , 0 0 0  million 

a year company, correct? 

A That's a fair assessment. 

Q And I would think that it would also be fair 

to say that your company is going to make a decis on, 

one way or the other, to buy services where there s a 

fair price for value. Isn't that a fair statement? 

A Yes, to the extent that our customers, our 

clients, wish to have those choices. 

Q But if CSG decides what services to provide, 

Heritage Reporting Corporation 
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you're going to buy things that are priced in 

accordance with their value. 

MR. ANDERSON: Well, that was the answer I 

was looking for, so I didn't have to get 

controversial. I don't have any other questions for 

you. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

MR. COSTICH: Thank you, Mr. Chairman. 

BY MR. COSTICH: 

Q Good afternoon, Mr. Gorham, I'm Rand Costich 

for the OCA. 

A Good afternoon. 

Q Could you look at page 7 of your testimony. 

A I have it. 

Q At the very top of the page you say, "In 

1999, CSG began offering its clients the electronic 

bill presentment and payment service." Is that right? 

A Yes. 

Q In 1999, how much volume was your company 

presenting to the Postal Service? 

A It exceeded 45 million first class mail 

pieces per month - -  hard copy statements. 

Q And what is the comparable volume now? 

A It exceeds 50 million today. 

CHAIRMAN OMAS: Thank you, Mr. Costich. 
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Is there anyone who wishes to cross examine 

this witness? 

(No response. ) 

CHAIRMAN OMAS: Are there any questions from 

the bench? 

(No response. ) 

MR. COSTICH: Mr. Hall, would you like some 

time with your witness? 

MR. HALL: I'll take two minutes, if we 

could, please. 

CHAIRMAN OMAS: Very good. 

(Whereupon, a short recess was taken.) 

MR. HALL: Mr. Chairman, I'm sorry. I Only 

have one or two questions. 

REDIRECT EXAMINATION 

BY MR. HALL: 

Q Mr. Gorham, during cross-examination by Mr. 

Anderson I think he w a s  trying to suggest to you that 

whether or not you got discounts you'd still be using 

the same equipment and you would still do everything 

you do today. 

all? 

How would your operations change if at 

A Well, we would still need to print 

statements, we would still need to enclose the 

statements, but we wouldn't need to go to the expense 

Heritage Reporting Corporation 
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of presorting statements, we wouldn't need to go to 

the expense of separating them out as my testimony 

states to the various trucks so that we can bypass 

specific hubs and HASP operations. 

Those are things that we do to work closely 

with the local postal facilities, but the presorting 

and maintaining the software is something that's 

required in order to earn the discounts, so we would 

not do those things if we did not receive a discount. 

Q 
A Not necessarily. 

Q What else could you use? 

A If there was a cheaper alternative, 

For example would you continue to use trays? 

something we could use such as sacks or hampers, 

something like that where we may be able to place 

higher quantities in a different type of container we 

may make that decision versus trays which are very 

space intensive in our buildings. 

Q Okay. Only one further thing and that is 

please explain the relationship between CSG and the 

people that you serve. In other words who makes the 

call about whether it's mail or electronic bill 

payment? How does that get decided? 

A Well, as my testimony states CSG is really 

the billing provider, so our clients make the call on 

Heritage Reporting Corporation 
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whether they want to divert based on the cost to be 

able to deliver a hard copy statement to their end 

user customers. So if they perceive that it becomes 

too expensive they will ask us to continue to divert 

more and more of their customers to alternatives such 

as electronic billing, but our clients make that call. 

We do not make that call. 

MR. HALL: Thank you very much. That's all 

I have. 

MR. ANDERSON: Mr. Chairman, could I follow- 

up? 

CHAIRMAN OMAS: Thank you, Mr. Hall. 

Mr. Anderson? 

MR. ANDERSON: Thank you, Mr. Chairman. 

RE-CROSS-EXAMINATION 

BY MR. ANDERSON: 

Q Mr. Gorham, CSG as I understand it is a 

nationwide operation. Is that right? 

A We mail nationally. Yes. 

Q So the bills and statements that you send 

out go to as people like to say every town and hamlet 

in the United States? 

A We certainly hope so. 

Q And it's territories. Now, that's what's 

Heritage Reporting corporation 
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known as universal service. Are you familiar with 

that term? I'm sure you are. 

A We mail to all of the cities and locations 

that our clients have customers in. 

Q If the U.S. Postal Service didn't provide 

mail delivery to every one of those addresses in all 

those towns and hamlets your business would be very 

different or perhaps nonexistent. Is that correct? 

A Not necessarily. We may look for other 

alternatives to deliver those bills. 

Q Alternatives to go door to door to every 

address in the United States or are you talking about 

electronic alternatives? 

A I would have to think about that in terms of 

what all the other alternatives may be, but we would 

find other ways to have statements delivered. 

Q So to you it's not unthinkable that there 

would be no universal mail service to every address in 

the United States? That's not unthinkable? You're 

thinking about it? 

A 

Q There would be what? 

A 

I wouldn't expect that there would be. 

I would not expect that there would not be a 

way to get to every address. 

Q Right now it's the Postal Service, correct? 

Heritage Reporting Corporation 
(202) 628-4888 



9 

10 

11 

12 

0 l3 
14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

13208 

The only delivery service that goes to every address 

in the United States and its territories would be the 

U.S. Postal Service, correct? 

MR. HALL: You mean paper. Is that correct? 

MR. ANDERSON : Correct . Paper. 

THE WITNESS: I'll accept that. Yes. 

BY MR. ANDERSON: 

Q To you if that were to stop happening that's 

something that you would consider as a possible 

alternative to what we do today. Is that correct? 

A 

Q As far as your business is concerned you're 

Could you restate your question? 

willing to consider the possibility that there would 

no longer be universal service? 

A It's possible. 

Q Would you consider that a rather profound 

policy change in the policy of the United States 

government? You don't have to answer that question. 

A I don't feel comfortable making a - -  

Q That's probably not a fair question. 

A Okay. 

MR. ANDERSON: I withdraw the question. I 

have nothing further. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

Mr. Costich? 
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MR. COSTICH: Thank you, Mr. Chairman. 

RE-CROSS-EXAMINATION 

BY MR. COSTICH: 

Q Mr. Gorham, your counsel was asking you 

about how you would conduct business if there were no 

presort discounts. Do you recall that? 

A Yes. 

Q I'd like to take you back to the days when 

Are you old enough there were no presort discounts. 

to remember those? 

A Unfortunately I think I am. 

Q You don't look it. Do you know whether 

mailers voluntarily presorted their mail back then? 

A I do not recall. 

Q Do you know whether the original instigation 

for presort discounts came from a large mailer who was 

already presorting its mail? 

A I do not know. 

MR. COSTICH: No further questions. 

CHAIRMAN Oms: Thank you, Mr. Costich. 

Is there anyone else? 

MS. MCKENZIE: Mr. Chairman? 

RE-CROSS-EXAMINATION 

BY MS. MCKENZIE: 

Q Nan McKenzie for the Postal Service. In 

Heritage Reporting Corporation 
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your discussion with your counsel on redirect I 

believe you stated that on the issue of making the 

choice of whether to present bills electronically that 

would be your client's choice. Is that correct? 

A That's correct. 

Q Is it your client's choice or is it the 

customer of the client's choice? 

A Well, in CSG's case it would be our clients 

who would come to us and ask us, and they have come to 

us and asked us to provide that product. It would be 

our clients who come to us and ask us to divert their 

customers for whatever reason to electronic 

alternatives. So it may their customers' choice, but 

I don't know the answer because we deal with our 

clients, not their customer. 

Q So you don't know whether it was the 

customer requesting to move to an electronic? 

A I do not know. 

Q Do you know whether your clients can switch 

someone to electronic if they do not want to have that 

done? If that's not how the customer wants to receive 

the bill? Do you know? 

A I do not know the answer to that. 

Q Are you usually providing sort of two 

options for the same client in terms of we can mail 

Heritage Reporting Corporation 
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the bill or we can do it electronically? 

A Yes. 

Q So the customers would appear to have a 

choice between mail or electronic? 

A Yes. 

Q Do you have any other information on that or 

just you don't know how the relationship goes between 

the - -  
A I don't know how the relationship works 

other than the fact that we provide the software that 

is the billing software in our clients' office and the 

client has access to that software to make changes, 

but the end user does not have access to that software 

unless they are provided access by our client. 

Q In all the clients that you have right now 

there are two choices, there's mail and there's 

electronic? 

A Yes. 

MS. MCKENZIE: Okay. 

CHAIRMAN OMAS: Is that it, Ms. McKenzie? 

MS. MCKENZIE: Thank you, Mr. Chairman. 

CHAIRMAN OMAS: Okay. Thank you, Ms. 

McKenzie . 

Mr. Brinkman? 

MR. BRINKMAN: Yes, sir. Bob Brinkman with 

Heritage Reporting Corporation 
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RE-CROSS-EXAMINATION 

BY MR. BRINKMAN: 

I have one quick follow-up question that Q 

struck me as I was listening to your responses to the 

various questions. If there were no presort discounts 

did I hear correctly that your basic system would be 

reconfigured, you would do things differently? You 

would still do the same types of things that counsel 

for the APWU talked about, printing, sleeving and what 

not, but you would do it differently. Is that right? 

MR. ANDERSON: I object to that question. 

CHAIRMAN OMAS: Would you put your mic on, 

Mr. Anderson, please? 

MR. ANDERSON: Pardon me? 

CHAIRMAN OMAS: Your mic. 

quest ion 

testimony 

MR. ANDERSON: Yes. It is. 

CHAIRMAN OMAS: Okay. 

MR. ANDERSON: It should be on now. That 

s not an accurate comparison of the witness' 

and it's leading. I don't see any reason to 

replow this ground, but I certainly am not expecting 

Mr. Brinkman to testify here. 

MR. BRINKMAN: Well, I was just trying to 

restate what I thought I heard him say in response to 

Heritage Reporting Corporation 
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counsel's question. 

M R .  ANDERSON: When it's wildly inaccurate 

it's known as leading the witness. 

MR. BRINKMAN: Well, then he can say that's 

not the case. We asked the question. 

CHAIRMAN OMAS: Mr. Gorham? 

THE WITNESS: Could you restate the 

question? 

BY MR. BRINKMAN: 

Q What I was saying what I thought I heard in 

response to counsel's question was that if there were 

no presort discounts you would do things differently 

and perhaps your system would be reconfigured. 

that right? 

IS 

A My answer to that, Mr. Brinkman, would be 

not immediately, but perhaps over time because we may 

choose not to continue to maintain expensive software 

for which we have to pay annual license fees, 

maintenance fees, continue to train employees to 

prepare mail so that we can earn the discounts, 

continue to train technical staff to be familiar with 

the software so that when new revisions come through 

we can implement those revisions to continue to earn 

the discounts. 

So over a period of time we may change the 
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way we do things, but we certainly would not change 

things right away. 

Q That makes sense. We wouldn't know this for 

sure, but would it be possible that in your new system 

it might actually cost the Postal Service a lot more 

to handle your mail than it does now? 

A My expectation would be yes, it would cost 

the Postal Service more because if we regressed to not 

preparing mail as we talk about in our testimony then 

the city of deposit would have to work that mail. In 

our case today most of the mail we submit to the 

Postal Service travels on trucks or airplanes for long 

distances before that mail tray is opened. 

Q Is it possible, and I'm not going to say 

probable, I'm not going there, but is it possible that 

if you took how much more it might cost the Postal 

Service that might actually be larger than the sum of 

the discounts? 

MR. ANDERSON: It really probably isn't 

necessary to object, but in fairness this question 

isn't necessary either. The witness is not an expert 

on postal costs. 

MR. BRINKMAN: 1'11 withdraw the question. 

That's okay. 

MR. ANDERSON: We've got a lot of experts 

Heritage Reporting Corporation 
( 2 0 2 )  628-4888 



13216 

wouldn't do is that you wouldn't have expensive mail 

processing equipment because it would be no discount 

incentive to be putting the mail in sequenced order. 

You remember saying that to me? 

A Yes. 

Q Okay. So you would just turn that mail over 

to the Postal Service and they would process it and 

put it in sequence order with the same kind of 

equipment. Is that a fair statement? 

A They would have to put it in some sequence. 

MR. ANDERSON: Okay. NO further questions. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

I'm afraid to ask this. Is there anyone 

else who wishes to cross-examine this witness? 

MR. HALL: Well, you can call me Mr. Hall 

and if it's my turn to speak. 

CHAIRMAN OMAS: Mr. Hall, with your 

redirect. 

MR. HALL: I'm sorry I generated so much 

more heat than light, but in any event no further 

questions. 

CHAIRMAN OMAS: Thank you. There being no 

further questions, Mr. Gorham, that completes your 

testimony here today. We appreciate your appearance, 

and your contribution to our record and you're now 
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REBUTTAL TESTIMONY 
OF CHRISTOPHER D. KENT 

ON BEHALF OF 
THE AMERICAN BANKERS ASSOCIATION 

Introduction 

I am Christopher D. Kent, a Senior Managing Director at FTI Consulting; 

my office is at 1201 Eye Street, NW, Suite 400, Washington, DC 20005. Since 

1974, I have been regularly involved in calculating revenues, costs, lost profits 

and project valuations associated with a wide variety of industries and 

endeavors, with a special emphasis on rate making in regulatedkerni-regulated 

industries. 

During the period between about 1990 and 1994 I directed numerous 

projects my firm performed for the United States Postal Service (USPS or Postal 

Service). These projects ranged from a feasibility analysis of a USPS National 

Control Center, to operating efficiency studies at distribution centers, to 

examining the viability of an integrated management system. My detailed 

qualifications are appended to this testimony as Appendix I. I have previously 

appeared before the Postal Rate as a rebuttal witness on behalf of the 

Newspaper Association of America in Docket No. R2000-1 and I presented direct 

testimony in Docket No. MC2002-2. 
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23 1. Overview of Testimony 
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The purpose of my testimony is to rebut the OCAs notion that a discount 

rate based upon the “avoided costs” measured for bulk and Single-Piece First- 

Class mail together should be the appropriate basis for a discount for First- Class 

Presort mail. Specifically, I respond here to the OCAs claim that presort 

discounts based upon the costs “avoided” simply by presorting bulk metered mail 0 
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(BMM) set appropriate limits on the rate discounts offered for bulk First-class 

Presort mail. In doing so, I also synthesize, in a common sense format and using 

plain English, the reasons why the Postal Service’s proposal to “de-link the pre- 

sort rate structure from the previous single piece rate structure is fair and 

equitable and is both consistent with the principles of the Efficient Component 

Pricing Rule (ECPR) and a logical business step by the Postal Service. 

It. The Background 

Thirty years ago the Postal Service first introduced the concept of 

discounted rates for First-class mail with what were referred to as “workshare” 

discounts. The concept of workshare discounts is quite straight-fotward: mailers 

perform work on their mail prior to the time that it enters the USPS mail stream 

which enables the Postal Service to eliminate certain volume variable costs. In 

exchange for performing that work, the rates that the Postal Service charges 

those mailers are reduced. 

In addition to being fair, such a concept is consistent with sound public 

policy. We live in a world of limited resources and if a mailer can perform a task 

more efficiently than the Postal Service can perform that task then the 

expenditure of less of the limited resources is good for the public. Moreover, 

such efforts tend to keep rates down, and as mailers save postage, they tend to 

mail more. 

Taken at the simplest level, to implement such workshare discounts, the 

Postal Service has traditionally proposed, and the Commission has adopted an 

approach whereby: 
... the structure of and approach to the relationship between the Single-Piece and 
Workshare rate categories in First-class Mail have remained relatively constant. 
Workshare rates are determined by applying discounts to Single-Piece rates. These rate 
differentials (discounts) are based on estimates of costs avoided through each type of 
worksharing activity (e.g.. prebarcoding and/or various levels of presortation). The wst 
differentials are developed by estimating avoidance of postal mail processing and related 
operations costs in comparison to a representative benchmark for workshare mail 
generally. 

-2- 
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Taufique USPS-T-32 at 12 

In this docket, on behalf of the Postal Service, Witness Taufique proposes 

that the Commission recommend First-class Mail rates and classifications 

designed to achieve three principal objectives: 

1, 

2. 

De-link the presort rate design from a Single-Piece rate design; 

Establish shape-based rates, along with the elimination of a heavy 
piece discount and limitations to the application of a nonmachinable 
surcharge; and 

Eliminate Automation Carrier Route rate categories. 3. 

My testimony addresses the first of these three objectives, delinking, 

which severs the linkage between single-piece and presort First-class rates. 

Instead of determining presort rates by subtracting “avoided costs” from a 

theoretical benchmark construct of single-piece mail (traditionally bulk metered 

mail or “BMM”), the Postal Service proposes to set rates for the two kinds of mail 

so that each will make about the same unit contribution per piece. Taufique 

Direct (USPS-T-32) at 12-17; Bentley Direct (MMA-T-1) at 6. 

111. The First-class Mail Market 

As a preliminary matter, it is important to note that starting 30 years ago 

and continuing through to today, the Postal Service has used the concept of 

First-class rate discounts as an incentive to encouraging the best use of 

resources. As stated clearly by Witness Taufique, “while the requirements for 

these discounts have evolved over time, the Postal Service’s goal of increasing 

the automation capability of First-class mail has been implemented through the 

rate structure.” Taufique-T-32 at 11. 

-3- 
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Those rate incentives have proven successful during the last three 

decades. From a business perspective it is important to recognize that, 

presumably in large measure due to the rate incentives offered, the nature of 

First-class mail has changed during the last 30 years. 

A. The Realities of Modern Mail Processing 

Without question, the Postal Service’s processing environment for 

“workshared,” including “presorted,” mail has changed significantly since 1976. 

At that time, the concepts of recognizing only the “avoided costs” for all First- 

Class mail and then “converting” (or discounting) from a Single Piece rate had a 

certain validity. Today, thirty years later, the nature of mail is quite different, as is 

the nature of mail processing. While in 1976, clerks manually handled presorted 

mail a bit quicker than non-presorted mail, today a single machine can zip tens of 

thousands of letters per hour on belts through readers and mechanical gates. 

Similar machines handle flats and parcels, although at a much slower speed. 

Because of this difference in handling speed, the cost characteristics of handling 

letters, flats, and parcels are much different in the modern mail processing 

environment. 

In this Docket the Postal Service proposes to better recognize the much 

higher costs of flats and parcels by creating a shape-based rate structure.’ In 

making its decision to recognize shape, the Postal Service is - and this is an 

important point - recognizing, within subclasses, cost characteristics that are not 

“avoided cost” characteristics and doing so without creating separate subclasses. 

Moreover, the Postal Service proposes an approach not only to recognize shape, 

but also to further recognize the business reality within First -Class among 

letters, flats, and parcels, and then build appropriate discounts. 

I understand that the United States is not the only county shifting over to shape-based pricing. 
In Great Britain. the British Post is engaged in a similar shin and has created the rubric “Pricing 
by Proportion,” to characterize and explain its efforts. 

4 
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B. The Contemporary Bulk First-class Mail Stream 

Just as the Postal Service’s mail processing environment has changed 

dramatically over the last thirty years, so too have the very characteristics of so- 

called “workshare” mail. Such mail has evolved into a different “type” of mail, 

and the days of large mass “conversion” from single piece to presort mail are 

largely over. 

For instance, thirty years ago all outgoing First-class Mail from all banks 

was single piece mail. Today, the ABA has found that 88% of banks outgoing 

First-class Mail is presorted mail, and only 12% single piece mail.* This is 

consistent with the type of mail preparation and processing equipment that has 

been deployed within the last three decades, and with the effect it has had on 

mail and mail preparation. 

Where individually-prepared single-piece mail once “converted” to 

“workshared” mail because of mail discounts, now, they generally no longer do. 

Instead, commercial mail is prepared, printed, bar-coded, presorted, and entered 

- hundreds of thousands at a time - into the mail stream in bulk at First-class 

rates because that is the process that industry routinely uses to create and 

prepare mail. This process happens in much (if not exactly) the same way as 

other commercial mail is prepared, printed, barcoded, presorted, and entered into 

the mail stream in bulk at Standard Mail rates.3 Thus, mail prepared in bulk - 
whether it is advertising or statement mail, and whether it is entered as First- 

Class or Standard Mail - is far different from the Single-Piece First-class Mail. 

1. First Class Advertising Mail. Since 2002-2003, the USPS has 

entered into NSAs involving First-class Mail with financial institutions, which 

While some of that 12% may “convert” in the future, it is clear to the ABA that a certain amount 
never will convert, since it is not “bulk” mail at all but true individual correspondence from one 
erson in a bank to another. 
A mailer could personalize a piece to be sent at First-class rates more than a piece sent at 

2 

! 
Standard Mail rates, or not. 
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have the choice of entering an advertising piece into the mail stream as either 

First-class or Standard Mail. Presumably, such decisions are made by the 

mailer based upon the alternative postage rate levels, the USPS speed of 

delivery, the mailer's available budget resources, various demographic and 

profile characteristics of the targeted audience, and the response rate. The 

advertising piece that can be entered into the mail stream as either First-class or 

Standard Mail is a piece that is prepared using the same databases for 

addressing, and under the same print and quality control processes, whether it 

enters as First-class or Standard. Today, 18% of the First-class Mail received by 

households is advertising Mail, and - at least judging from my inbox at work - 
there is no reason to think that the mail received by other businesses is any 

different. 2005 Household Diary Study at 2. 

2. First-class Statement Mail. When financial institutions 

prepare monthly statements for credit cards, mortgages, home equity loans, and 

other personal or business loans and accounts, they too use a uniform piece. 

That uniform piece is individually personalized, uses the same databases as 

First-class Advertising Mail, goes through the same print and quality control 

processes as First-class Advertising Mail, and does so in bulk, literally 

thousands of pieces at a time. In the end, this statement mail has very much the 

same mailing characteristics as Advertising MaiL4 

3. Reversion. Were there no First-class Letter Mail discounts, I 

believe that little of the 18% of First-class Mail that is advertising mail would 

remain in First-class. I would think that most of it would drop into Standard Mail 

or other non-mail marketing channels very quickly. Because of the Private 

Express Statutes, however, were there no First-class Letter Mail rate discounts, 

the invoices, bills, and other statements that are entered at bulk First-class Mail 
~~ ~ 

The one clear exception is address accuracy. Address accuracy of statement mail tends to be 
much better than the address accuracy of advertising mail because companies almost always 
know the correct address of the vast majority of their customers, and take great pains to keep it 
updated. Additionally, it is in their customers' interest to see that the company has correct 
addresses. 

4 
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rates would be legally forced to become Single-Piece First-class Mail, at least at 

first. 

The reality, however, is that the Postal Service has already experienced 

an erosion of bulk First-class mail volumes and, if bulk First-class discount rates 

were to disappear, the current migration to use of the internet and email would 

become a stampede. Cf. pages 11-12, infra. In addition, mailers would likely 

start to consider all sorts of other options to reduce mail. Some of those could 

include changing and reducing the periodicity of the billing cycle, expanding 

direct pay options, and combining bills and statements for different products into 

the same mailings, much as companies such as Verizon are doing now. I note 

that the newspaper industry has done this well. When I was a kid, newspapers 

often billed weekly or bi-weekly. Today they often bill six times a year or 

quarterly. 

Surely, the Postal Service in its proposed de-linking approach to First- 

Class mail recognizes that it needs to continue to use the First-class rate 

structure as an incentive to further efficiency, and to maintain those First-class 

bulk business mail volumes that pay for much of the institution's overhead. 

C. The Cost Differences Between Bulk First-class and Single 

Piece 

The difference in costs between Single-Piece and bulk First-class mail 

also indicate that from the standpoint of fairness and good business sense, the 

de-linking of the two within the subclass makes perfect sense. This is evident 

when one realizes the significant difference between the average cost of bulk 

First-class Mail and Single-Piece First-class Mail - basically an 18 point 

something cent difference, as this Commission found in its most recent postal 

rate decision. R2005-1 Opinion and Recommended Decision at Appendix F. 

Yet, only about one-half of those costs - around 8 cents - are recognized as 

-7- 
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“avoided costs” by the rate process5 In other words, something like 10 of the 18 

cents of the cost difference does not get recognized in the current discount 

available to bulk mailers. Can one really believe that a single discount rate 

applicable to both bulk First-class mail and to Single-Piece First-class mail is 

reflective of the true avoided costs of bulk First-class mail? 

Witness Taufique clearly recognizes this difference, and presumably it is 

the basis for the Postal Service recommendation that a different discount is 

appropriate for bulk First-class mail. 
The comparison of costs as reported for Single-Piece Letters and for Presort 
Letters does not simply reflect the cost avoided by the Postal Service when a 
mailer chooses to perform worksharing activities, such as presorting or applying 
a barcode. Because the costs are developed in total, they reflect the full range of 
differences between the two sets of mail -differences perhaps unrelated to the 
actual worksharing activity but reflective of the different cost characteristics of 
business-originated mail entered in large quantities, as compared to those of 
single-piece mail. These cost characteristics may reflect such things as the 
number of postal facilities through which the mail traverses, the proportion of the 
mail transported via air rather than ground transportation, the readability of the 
mail, the proportions of the mail that are undeliverable-as addressed, the 
utilization of retail facilities for entry, etc. Thus, a comparison of the relative costs 
and rates (and the resulting cost coverages) for Single-Piece Letters and Presort 
Letters reflects more than simply the costs avoided by performing worksharing 
activities which the Postal Service and the Postal Rate Commission have 
determined are appropriately reflected in rate differences. 

Taufique, USPS-T-32 at 14. 

A fundamental principal of cost-based rate setting is that rates shoul 

reflect costs. Having rates that do not reflect costs inevitably leads to the 

inefficient use of resources, and the decision not to use the Postal Service by 

mailers. Good public policy, as well as sound business judgment, suggests that 

the more mail services cost, the more a mailer should pay, and conversely the 

less mail services cost, the less a mailer should pay. 

Where the costs of the different mail within a given subclass might vary 

slightly, or where the costs of differently handled mail within a given subclass 

~ ~~ 

NAPM has reported to its members that the weighted average of the FY 2005 ‘worksharing” 
discounts is 8 cents. See Appendix II. 

-8- 
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might vary only by the current process of measuring avoidable costs, the current 

system of rate differentiation within First-class mail might be fair and encourage 

economic efficiency. Presumably, this was the case when the approach was 

adopted many years ago. 

However, where rates set under such a system end up failing to reflect 

significant cost differences of any type (like the 18 cent differential between 

Single-Piece and bulk First-class, where only around 8 cents is recognized in the 

rate difference), such rates tend not to be fair and not to encourage economic 

efficiency. Moreover, such a system is one where rates do not track costs. The 

proposed Postal Service approach is a step towards resolving that inequity, 

towards encouraging the retention of bulk First-Ctass mail volumes, and towards 

recreating a postal rate-making system where rates track costs. 

In sum, while “workshared” mail started out as mail that was converted in 

response to workshare discounts, during the last 30 years, that mail evolved and 

what was then essentially a difference in quantity evolved to a fundamental 

difference in quality. Thus, while the image of bulk mail entered at First-class 

Mail rates as “converted” single-piece mail was relevant three decades ago, it 

has little to do with the reality of the majority of today’s bulk mail. 

The Postal Service’s proposal to de-link the cost and rate development for 

Single-Piece Letters from the cost and rate development for Presort Letters is a 

recognition that the world of bulk First-class mail has changed. The concept that 

the rates for Single-Piece Letters and for Presort Letters be developed 

independently of each other reflects both the reality of the change in the basic 

costs of processing bulk First-class mail and the fundamental nature of that type 

of mail has changed. 

It is entirely appropriate for the Commission to accept cost differences 

within a subclass that cannot specifically be identified as so-called avoided costs 

-9- 
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such as are reflected in the current Postal Service rate proposal. See, Witness 

Taufique, USPS-T-32 at 14. In fact, the Commission is already recognizing such 

an approach by recognizing separate shape costs with subclasses. 

IV. 

It is my understanding that within the Postal Service and Commission the 

De-linking Is Consistent with ECPR 

test for subclass status is based upon two issues: 1) whether the mail in question 

has cost characteristics distinctly different from other mail, and 2) whether the 

mail in question has demand Characteristics distinctly different from other mail. 

MC95-1 Opinion and Recommended Decision at V-14, fi 5030. If the mail has 

sufficiently different cost characteristics, and sufficiently different demand 

characteristics, then it may be priced in a separate subclass. 

It is my further understanding that the significance of being priced as a 

separate subclass is twofold. First, all of the mail’s distinct cost characteristics 

art? recognized and attributed to that mail. Second, the mail’s distinct demand 

characteristics are recognized and taken into account in pricing, as the 

attributable cost base is “marked up” to obtain an appropriate cost coverage 

ratio, in recognition of the demand factors of Section 3622(b). Where mail does 

not pass this bifurcated test of sufficiently distinct costs and demand 

characteristics, or where the Postal Service chooses not to price mail as a 

separate subclass, differences in mail costs are recognized in intra-subclass 

pricing. Within intra-subclass pricing, the Efficient Component Pricing Rule 

(ECPR) is applied to develop rate discounts for workshare products. 

Although I am not an expert in demand elasticity, I am familiar with the 

concepts of Ramsey Pricing, especially differential pricing as it is applied in 

actual practice in the freight rail industry. In addition, I have reviewed the 

testimony of those who are expert in the Postal Rate field and in ECP. 

-10- 
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It should be noted at the outset that by its proposal to de-link the cost and 

rate development for Single-Piece Letters from the cost and rate development for 

bulk First-class mail, the Postal Service itself feels that it cannot currently meet 

the requirement that the distinct demand characteristics of bulk First-class mail 

be identified and taken into account in pricing within the subclass. Perhaps it 

believes that the necessary information on demand is simply not available. In 

any case, in the absence of such demand information, the Commission has 

accepted ECP principles as the basis for setting discounts designed to promote 

efficiencies. 

In this docket, the concepts of ECPR are presented in meaningful detail in 

the testimony of Witness Panzer, PB-T-1, and Witness Sidak, NAA-T-1. I will not 

even attempt to match their expertise or eloquence here. 

At the simplest level, ECP can be viewed as a “make” or “buy” price. 

When viewed from a network industry perspective: ECP can be viewed as the 

prices the Postal Service sets for entry into the mail stream. Obviously, entry 

must be at points along the mail stream process that can be viewed as 

competitive points (or functions). For example, a mailer can perform various 

levels of pre-sorting (tasks that if they were not done by the mailer would need to 

be performed by the Postal Service) and receive a rate discount for performing 

that service. Likewise, a mailer may drop-ship mail, k, deliver it into the mail 

stream process at a geographic spot other than its actual origin (and eliminate 

certain transportation costs that would be incurred by the Postal Service) and 

receive a rate discount. Thus, a mailer can decide to “buy“ from the Postal 

Service, at a price set by the Postal Service, or “make” it itself. 

In this testimony, I do not comment on the appropriate levels at which the 

Postal Service and the Commission set such efficient component prices. Others 

The network industry is defined, in this instance, as the Postal Service’s ability to handle a 
piece of mail end-to%nd, collecting it from the sender and delivering it to the recipient. 

-1 1- 
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far more qualified than me in Postal rates do so. I do, however, note that the fact 

that the Postal Service proposal to de-link the cost and rate development for 

Single-Piece Letters from the cost and rate development for bulk First-class mail 

is consistent with the ECP rule. 

It is undisputed that the functions performed by bulk First-class mailers 

are worksharing functions performed in lieu of having those functions performed 

by the USPS. It is safe to assume that the bulk First-class mailers are able to 

perform those functions at prices less than the Postal Service itself can perform 

them, and certainly at a lesser cost than the price presumed in the rate discount, 

(thus to the public benefit). It also undisputed that the Postal Service costs for 

handling a bulk First-class mail piece is significantly less (about 18 cents) than 

the cost of handling a single piece. Thus it is only fair, and, as discussed 

previously from the perspective of the Postal Service, it is also a sound business 

practice to price incentives differently to reflect total cost differences. 

OCA argues that the Commission should reject the Postal Service’s 

proposed de-linking, and, instead, continue to rely upon a benchmark discount 

using BMM.’ Central to the OCA argument is the implication that the proposed 

bulk First-Class mail discount cannot be directly tied to “avoided costs” directly 

related to bulk First-class mail8 

This is a highly circular argument because there is no specific 

measurement of the exact amount of the avoided costs associated with bulk mail. 

This is because, for years, the Postal Service measurement of so-called avoided 

’ OCA Witness Thompson relies on the Postal Service’s classification of cost pools as presort- 
related or not. But I understand that the Postal Service simply assumedthat any cost pool not 
separately analyzed did not vary with the degree of presorting. See BUC Direct (PB-T-2) at 7-13. 
That makes no sense. As Wknesses Bentley and Buc demonstrate, many of these cost pools in 
fact do vary to a high degree with the degree of presorting. See BUC Direct (PB-T-2) at 13-29: 
Bentley Direct (MMA-T-1) at 12-17 and Appendix I. 
It must be noted that the Postal Service and the Commission have not been strictly tied to the 

need to exactly measure avoided costs for certain product discounts. Clearly ECP has not been 
the basis for shape based discounts or surcharges. And, as noted by Dr. Sidak. ECP is generally 
not applicable to shape-based rates. Sdak, NAA-T-1 at 11-12. 
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costs has examined the subclass of First-class mail using the measured costs of 

bulk and single piece mail lumped together (despite the fact that they have very 

different cost structures), and only trying to distinguish the two through 

hypothetical, theoretical modeled constructs. If the Postal Service had the ability 

to truly measure bulk mail avoided costs, it would base its discount on those 

costs using ECP. If the Commission were to accept the OCA recommendation 

and reject the Postal Service’s proposed de-linking, there will never be an ability 

to begin to capture the exact avoided costs associated with bulk First-class mail. 

In part, this is because the Postal Service definition of avoided costs has 

been limited to specific definitions of workshare activities. Yet, there are still 

numerous opportunities for additional efficiencies to be realized within the postal 

realm. As stated by Witness Panzer: 
Notwithstanding the fact that 73 percent of mail currently receives discounts in 
the US, the large value of discounts, and the large cost savings that workshared 
mail currently provide the United States Postal Service, there are still substantial 
unrealized opportunities to expand the scope of worksharing in the United States, 
reduce costs to the Postal Service, prices to mailers and reduced the combined 
cost of postal services. 

Panzer-T-I, at 8. 

Witness Taufique recognizes the conundrum between the measurement 

of Postal Service “avoided costs” and the discrepancy in the costs of Single- 

Piece and bulk First-class mail. 
The comparison of costs as reported for Single-Piece Letters and for Presort 
Letters does not simply reflect the cost avoided by the Postal Service when a 
mailer chooses to perform worksharing activities, such as presorting or applying 
a barcode. Because the costs are developed in total, they reflect the full range of 
differences between the two sets of mail -differences perhaps unrelated to the 
actual worksharing activity but reflective of the different cost characteristics of 
business-originated mail entered in large quantities. as compared to those of 
single-piece mail. These cost characteristics may reflect such things as the 
number of postal facilities through which the mail traverses, the proportion of the 
mail transported via air rather than ground transportation, the readability of the 
mail, the proportions of the mail that are undeliverable-as addressed, the 
utilization of retail facilities for entry, etc. Thus, a comparison of the relative costs 
and rates (and the resulting cost coverages) for Single-Piece Letters and Presort 
Letters reflects more than simply the costs avoided by performing worksharing 
activities which the Postal Service and the Postal Rate Commission have 
determined are appropriately reflected in rate differences. 

13232 
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Taufique, USPS-T-32 at 14. 

In this case, the Commission is faced with a fundamental choice, one that 

could have significant implications on the Postal Service for years to come. It is 

a choice that will seriously affect - either in a positive or negative way - the future 

of bulk First-class Mail volume. 

The Commission can accept the Postal Service proposal to de-link the 

cost and rate development for Single-Piece Letters from the cost and rate 

development for bulk First-class mail. This is plainly an effort by the Postal 

Service to reflect the fact that today’s bulk mail is different enough from single 

piece mail to warrant different rate treatment. And, the Postal Service would not 

set a discount rate where it believed that it was offering to “sell” a service to the 

private sector at a price where the USPS was losing money. 

Sound business logic dictates that providing a separate rate discount for 

bulk mail will, at a minimum protect the significant volume of bulk mail that 

provides so many of the institutional dollars to the Postal Service. Sound 

economics dictates that the significant difference in costs (some 18 cents per 

piece) between bulk and single piece mail be reflected in the rates charged each 

category. And, it must be remembered that the Postal Service proposed 

discount for bulk mail reflects less that one-half of that cost difference. 

Alternatively, the Commission can ignore the realities of today’s First- 

Class mail market. It can accept the OCA charge that because the Postal 

Service system of measuring avoided costs doesn’t exactly measure such costs 

for bulk mail, it must continue to rely on a rate-making mechanism where bulk 

and single piece costs are lumped together, and a discount figured on the basis 

of BMM which the Postal service itself recognizes as not reflective of the true 

avoided costs. In order to do so, however, the Commission must believe that it is 
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fair and equitable to have rates that do not reflect cost differentials and that are 

designed to incent efficient behavior by mailers. 

0 

To me the choice is clear. 
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My name is Christopher D. Kent. I am Senior Managing Director of FTI 

Consulting, Inc. My office is located at 1201 Eye Street, NW, WashinGon, DC 20005. 

I hold a Bachelor of Arts degree from the University of Virginia. In 1970 I joined 

Western Electric, Inc. as a Management Trainee in its "High Risk-High Reward" 

9 

10 

11 

program. During the next six years I was promoted through various levels in the 

production, production scheduling and costs and forecasting departments. 

Since 1977, I have been involved in various aspects of network industry analyses 

12 

13 

including traffic analyses, economic studies including costs and revenue analyses, 

railroad valuations, and the development of operating plans, facility and equipment 
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14 requirements, and the pricing of products and services. 

15 In 1977, I joined Conrail as Project Manager and worked primarily in assisting the .. 
16 Operating Department in optimizing fleet availability. 

17 In 1978, I was employed by the United States Railway Association as the 

18 Manager of Equipment and Facilities. I was subsequently appointed Chief, Equipment 

19 and Facilities, Rail Asset Valuation, in the Office of General Counsel. In this capacity, I 

20 supervised a staff of in-house professionals and outside consultants in developing the 

21 equipment, maintenance of way and operating evidence submitted by the U.S. 

22 government in the valuation proceedings before the Special Court created under Section 

23 303(c) and 306 of the Regional Rail Reorganization Act. 
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In 1980, I formed Kent Associates, a consulting firm dealing with operating, 

transportation and marketing issues for various clients. Kent Associates was affiliated 

with the Washington Management Group and I served as Vice President of that firm. 

In 1984, I joined the economic consulting firm of Snavely, King & Associates, 

Inc. as a Senior Consultant. While with that firm I participated in numerous studies 

related to Section 229 proceedings and anti-trust litigation. 

In 1987, I founded Klick, Kent & Allen, Inc., an economic and financial 

consulting firm. I was a Principal of KK&A until its acquisition by FTI Consulting, Inc. 

in June 1998. 

I have presented testimony in the valuation proceedings before the Special Court, 

the House of Courts of Justice Committee of the Virginia General Assembly, various 

state courts and federal courts, the Postal Rate Commission, and the Interstate Commerce 

Commission and Surface Transportation Board. A listing of the transportation-related 

testimony I have filed is included below. 

TRANSPORATION TESTIMONY 

January, 1980 In the Matter of the Valuation Proceedings Under Sections 303(c) 
and 306 of the Regional Rail Reorganization Act. Special Court 
Misc. No. 76-1 

In the Matter of the Valuation Proceedings Under Sections 
303(c)and 306 of the Regional Rail Reorganization Act. Special 
Court Misc. No. 76-1 

Oral testimony before the House of Delegates, Commonwealth of 
Virginia, Courts of Justice Committee 

I.C.C. Docket No. 38301s - Coal Trading Corporation et al. v. The 
Baltimore and Ohio Railroad Company et al. 

October, 1981 

January, 1986 

May 15, 1987 
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December, 1987 

December, 1987 

January 14, 1988 

June 20, 1988 

July, 1989 

July 30, 1990 

October 10, 1990 

December 14, 1990 

January 25, 1991 

July 15, 1991 

April 24, 1992 

May 7, 1993 

June 10,1994 
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I.C.C. Docket No. 38301s (Sub-No. 1) - Westmoreland Coal Sales 
Company v. The Denver & Ria Grande Western Railroad 
Company, et al. 

I.C.C. Docket No. 37038 Bituminous Coal -- Hiawatha, Utah to 
Moapa, Nevada and consolidated proceedings 

I.C.C. Docket No. 38301s - Coal Trading Corporation et al. v. The 
Baltimore and Ohio Railroad Company et al. 

I.C.C. Docket No. 37038 Bituminous Coal -- Hiawatha, Utah to 
Moapa, Nevada and consolidated proceedings 

Oral testimony before the Superior Court of Rhode Island in the 
matter: National Railroad Passenger Corporation v. DOT, 
Providence & Worcester Railroad Co. v. RI 

I.C.C. Docket No. 37038 Bituminous Coal -- Hiawatha, Utah to 
Moapa, Nevada and consolidated proceedings 

I.C.C. Docket No. 37063,38025s -The Dayton Power and Light 
Company v. Louisville and Nashville Railroad Company 

I.C.C. Docket No. 37063,38025s - The Dayton Power and Light 
Company v. Louisville and Nashville Railroad Company 

I.C.C. Docket No. 37063,38025s - The Dayton Power and Light 
Company v. Louisville and Nashville Railroad Company 

I.C.C. Docket No. 37038 Bituminous Coal -- Hiawatha, Utah to 
Moapa, Nevada and consolidated proceedings 

I.C.C. Finance Docket No. 31951 Southern California Regional 
Rail Authority For an Order Requiring Joint Use of Terminal 
Facilities of The Atchison, Topeka and Santa Fe Railway 
Company 

I.C.C. Finance Docket No. 21215 (Sub-No. 5) Seaboard Air Line 
Railroad Company -- Merger -- Atlantic Coast Line Railroad 
Company -- Petition to Remove Traffic Protective Conditions 

I.C.C. Finance Docket No. 21215 (Sub-No. 5) Seaboard Air Line 
Railroad Company -- Merger -- Atlantic Coast Line Railroad 
Company -- Petition to Remove Traffic Protective Conditions 
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October 1 1 .  1994 

March 29, 1995 

May 30,1995 

October 30,1995 

April 29, 1996 

May 23, 1996 

October 15, 1996 

October 25, 1996 

July 1 1 ,  1997 

May 1998 

I.C.C. Finance Docket No. 32549 Burlington Northern, Inc. And 
Burlington Northern Railroad Company -- Control and Merger -- 
Santa Fe Pacific Corporation and the Atchison, Topeka and Santa 
Fe Railway Company 

I.C.C. Docket No. 37809,37809 (Sub-No. 1) McCarty Farms, Inc., 
et al., and consolidated proceedings 

I.C.C. Docket No. 41 191 West Texas Utilities Company v. 
Burlington Northern Railroad Company 

I.C.C. Docket No. 41 185 Arizona Public Service Company and 
Pacificorp v. The Atchison, Topeka and Santa Fe Railway 
Company 

Finance Docket No. 32760. Union Pacific Corporation, Union 
Pacific Railroad Company and Missouri Pacific Railroad Company 
-- Control and Merger -- Southern Pacific Rail Corporation, 
Southern Pacific Transportation Company, St. Louis Southwestern 
Railway Company, SPCSL Corp., and The Denver & Rio Grande 
Western Railroad Company. 

Docket No. 41 191. West Texas Utilities Company v. Burlington 
Northern Railroad Company -- Petition of Burlington Northern 
Railroad Company to Reopen Proceeding. 

Docket No. 41242. Central Power & Light Company v. Southern 
Pacific Transportation Company; Docket No. 41295 Pennsylvania 
Power & Light Company v. Consolidated Rail Corporation; 
Docket No. 41626 MidAmerican Energy Company v. Union 
Pacific Railroad Company and Chicago & North Western Railway 
Company. 

Docket No. 41242. Central Power & Light Company v. Southern 
Pacific Transportation Company; Docket No. 4 1295 Pennsylvania 
Power & Light Company v. Consolidated Rail Corporation; 
Docket No. 41626 MidAmerican Energy Company v. Union 
Pacific Railroad Company and Chicago & North Western Railway 
Company. 

Docket No. 41989. Potomac Electric Power Company v. CSX 
Transportation, Inc. Reply Statement and Evidence of Defendant 
CSX Transportation, Inc. 

Docket No. 42012, Sierra Pacific Power Company and Iowa Power 
Company v. Union Pacific Railroad Company 
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July 1998 

September 1998 
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January 15, 1999 

March 31, 1999 

April 30, 1999 

July 15, 1999 

August 30,1999 

Finance Docket No. 33556, Canadian National Railway Company, 
Grand Trunk Corporation, and Grand Trunk Western Railroad 
Incorporated -- Control -- Illinois Central Corporation, Illinois 
Central Railroad Company, and Cedar River Railroad Company. 

Docket No. 42022, FMC Corporation and FMC Wyoming 
Corporation v. Union Pacific Railroad Company. 

Finance Docket No. 33556, Canadian National Railway Company, 
Grand Trunk Corporation, and Grand Trunk Western Railroad 
Incorporated -- Control -- Illinois Central Corporation, Illinois 
Central Railroad Company, and Cedar River Railroad Company. 

Docket No. 42022. FMC Corporation and FMC Wyoming 
Corporation, v. Union Pacific Railroad Company. Opening 
Verified Statement of Christopher D. Kent and Benton V. Fisher 

Docket No. 42022. FMC Corporation and FMC Wyoming 
Corporation, v. Union Pacific Railroad Company. Reply Verified 
Statement of Christopher D. Kent and Benton V. Fisher. Reply 
Verified Statement of Christopher D. Kent and John C. Klick. 

Docket No. 42022. FMC Corporation and FMC Wyoming 
Corporation, v. Union Pacific Railroad Company. Rebuttal 
Verified Statement of Christopher D. Kent and Benton V. Fisher. 

Docket No. 42038. Minnesota Power, Inc. v. Duluth, Missabe and 
Iron Range Railway Company. Opening Verified Statement of 
Christopher D. Kent and Benton V. Fisher. 

Docket No. 42038. Minnesota Power, Inc. v. Duluth, Missabe and 
Iron Range Railway Company. Reply Verified Statement of 
Christopher D. Kent and Benton V. Fisher. 

September 28, 1999 Docket No. 42038. Minnesota Power, Inc. v. Duluth, Missabe and 
Iron Range Railway Company. Rebuttal Verified Statement of 
Christopher D. Kent and Benton V. Fisher. 

Expert Report. IFL Group, Inc., and Contract Air Cargo, Inc. v. 
Lincoln General Insurance Company. 

April 15,2000 

June 15,2000 Docket No. 4205 1 .  Wisconsin Power and Light Company v. Union 
Pacific Railroad Company. Opening Verified Statement of 
Christopher D. Kent and Benton V. Fisher. 
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August 14,2000 Docket No. 4205 1. Wisconsin Power and Light Company v. Union 
Pacific Railroad Company. Reply Verified Statement of Christopher 
D. Kent and Benton V. Fisher. 

August 14,2000 Docket No. 4205 1. Wisconsin Power and Light Company v. Union 
Pacific Railroad Company. Reply Verified Statement of Christopher 
D. Kent and Michael R. Baranowski. 

September 28,2000 Docket No. 42051. Wisconsin Power and Light Company v. Union 
Pacific Railroad Company. Rebuttal Verified Statement of 
Christopher D. Kent and Benton V. Fisher. 

December 14,2000 Docket No. 42054. PPL Montana, LLC v. The Burlington Northern 
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Santa Fe Railway Company, Opening Verified Statement of 
Christopher D. Kent and Benton. V. Fisher. 

Docket No. 42054. PPL Montana, LLC v. The Burlington Northern 
Santa Fe Railway Company, Reply Verified Statement of 
Christopher D. Kent and Benton. V. Fisher. 

Docket No. 42054. PPL Montana, LLC v. The Burlington Northern 
Santa Fe Railway Company, Reply Verified Statement of 
Christopher D. Kent and John C. Klick. 

Docket No. 42054. PPL Montana, LLC v. The Burlington Northern 
Santa Fe Railway Company, Rebuttal Verified Statement of 
Christopher D. Kent and Bent0n.V. Fisher. 

Docket No. 42057. Texas Municipal Power Agency v. The 
Burlington Northern Santa Fe Railway Company, Reply Verified 
Statement of Christopher D. Kent and John C. Klick. 

Docket No. 42070. Duke Energy Corporation v. CSXT 
Transportation, Inc., Opening Verified Statement of Christopher D. 
Kent and Robert J. Plum. 
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September 20,2002 Docket No. 42070. Duke Energy Corporation v. CSXT 
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September 27,2002 Docket No. 42069. Duke Energy Corporation v. Norfolk Southern 
Railway Company. Reply Verified Statement of Christopher D. 
Kent and Julie A. Murphy and John C. Klick; Reply Verified 
Statement of Christopher D. Kent and Richard Brown; Reply 
Verified Statement of Christopher D. Kent, Michael R Baranowski 
and John C. Klick. 

October 11,2002 Docket No.42072. Carolina Power & Light Company v. Norfolk 
Southern Railway Company. Reply Verified Statement of 
Christopher D. Kent and Julie A. Murphy and John C. Klick; Reply 
Verified Statement of Christopher D. Kent and Richard Brown; 
Reply Verified Statement of Christopher D. Kent, Michael R 
Baranowski and John C. Klick. 

November 12,2002 Docket No. 42070 Duke Energy Corporation v. CSX 
Transportation, Rebuttal Evidence and Argument of CSX 
Transportation 

April 4,2003 Docket No. 42057 Public Service Company of Colorado D/B/A 
Xcel Energy v. The Burlington Northern and Santa Fe Railway 
Company, Reply Evidence and Argument of The Burlington 
Northern and Santa Fe Railway Company 

July 7,2003 Docket No. 42054 PPL Montana, LLC v. The Burlington Northern 
and Santa Fe Railway, Defendant’s (BNSF’s) Reply Evidence and 
Argument on Reopening 

October 8,2003 Docket No. 42071 Otter Tail Power Company v. The Burlington 
Northern and Santa Fe Railway Company, Reply Evidence of The 
Burlington Northern and Santa Fe Railway Company 

January 26,2004 Finance Docket No. 42058. Arizona Electric Power Cooperative 
Inc. v. the Burlington Northern and Santa Fe Railway Company 
and Union Pacific Railroad Company. 

March 22,2004 STB Docket No. 42071 Otter Tail Power Company v. The 
Burlington Northern and Santa Fe Railway Company, 
Supplemental Reply Evidence of The Burlington Northern and 
Santa Fe Railway Company 

May 24,2004 STB Docket No. 41 191 (Sub-No. 1) AEP Texas North Company v. 
The Burlington Northern and Santa Fe Railway Company, Reply 
Evidence of The Burlington Northern and Santa Fe Railway 
Company 
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CHAIRMAN OMAS: This brings us to oral 

cross-examination of Mr. Kent. Two requests for oral 

cross have been filed. 

Mr. Anderson, would you like to begin, 

please? 

MR. ANDERSON: Thank you, Mr. Chairman. 

CROSS-EXAMINATION 

BY MR. ANDERSON: 

Q Hello, Mr. Kent. I'm Daryl Anderson, 

counsel for the American Postal Workers Union. 

A Hello. 

Q You make reference in your testimony - -  I 

think you have it before you there if you want to 

double check - -  

A I do. 

Q - -  in several places, I know one place it 

comes up is on page 7 and it comes up again on page 

12, and I think you actually mention it at least in 

passing in several other places, you allude to this 

statement. That there is an 18 cent difference 

between the unit costs of first-class letters, flats 

and sealed parcels on the one hand and presort letters 

and flats on the other hand. 

A That's correct. 

MR. BRINKMAN: Do you have a Specific 

Heritage Reporting Corporation 
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reference to that? 

MR. ANDERSON: Yes. Page 7. 

MR. BRINKMAN: Yes. Line? 

MR. ANDERSON: Just a moment. 

THE WITNESS: Which I think is lines 28 and 

2 9 .  

MR. ANDERSON: There are the references to 

the average cost of bulk first-class mail and single 

piece first-class mail. 

MR. BRINKMAN: Right, and you were talking 

about parcels and flats? 

MR. ANDERSON: Yes. 

BY MR. ANDERSON: 

Q I think the witness was agreeing with me 

that what I stated is also a fair characterization of 

his testimony. 

A Well, I think if you look at R2005-1, 

Appendix F, which shows unit attributable cost 

comparisons for the test year. You see that under 

first-class for - -  
Q Pardon me, sir. I don't like to interrupt 

you, but your testimony has to be responsive to 

pending questions and you're not answering my 

question. 

those two types of mail categories and that's really 

I asked you whether you were comparing 

Heritage Reporting Corporation 
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what I want you to focus on. You were comparing unit 

costs of first-class letters, flats and sealed parcels 

to presort letters and flats and you said yes. 

A I‘m comparing single piece first-class mail 

to what I’d refer to as presort or bulk first-class 

mail. 

Q Yes. It’s the or bulk that I picked up on 

and that’s what I wanted to ask you to focus on. 

A The or bulk can be defined as presort if you 

wish. That’s the way I define it. 

Q Well, but it includes flats and sealed 

parcels, correct? 

A No. 

Q So you’re comparing the letters - -  
MR. BRINK”: He said no to your question. 

MR. ANDERSON: I understand that. 

MR. BRINKMAN: Okay. 

BY MR. ANDERSON: 

Q You’re comparing letters and a category of 

mail that’s only letters to something that includes 

other than letters. Isn‘t that: correct? 

MR. BRINKMAN: What didn‘t you understand 

about - -  
M R .  ANDERSON: If counsel would not answer 

the question for the witness I’d be very grateful. 

Heritage Reporting Corporation 
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THE WITNESS: So that you fully understand, 

sir, I ' m  comparing single piece first-class mail with 

what is referred to in R2005, Appendix F, as presort 

letter first-class mail. 

BY MR. ANDERSON: 

Q Right, but that letter category includes 

flats and sealed parcels, does it not? 

A No, it does not. 

MR. ANDERSON: Pardon me, Your Honor. 

BY MR. ANDERSON: 

Q Would you agree with me, sir, that one of 

the two categories you're comparing includes parcels 

and the other does not? 

A I don't think so. 

Q You're not aware? 

A I ' m  looking at presort first-class mail 

versus single piece first-class mail. 

Q Okay. You're not aware that one of those 

two categories includes parcels and the other one does 

not. Fair enough. Let's move on. On pages 7 and 8 

of your testimony, and I would refer you on page 7 to 

lines 16 through 19 and on page 8 to lines 29 through 

3 4  - -  
A Could I just verify? That's page 7, 16 to 

19 and 8, 29 to 34? 

Heritage Reporting Corporation 
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Q That's correct. A s  I ' m  reading those 

passages you're going to bat for the delinking of 

first-class single piece from first-class presort on 

the one hand and you're pointing out in the latter 

reference on page 8 that you think that this is what 

you call good public policy. Fair characterization of 

your views? 

A What's my view again? 

Q That delinking - -  

A I think it's pretty evident from the 

testimony. 

Q Well, if you'll pardon me. I'm just a labor 

lawyer and I'm relatively new to this stuff, so I have 

to handle all this stuff at a really pedestrian level. 

As I understand what you said you think that delinking 

the single piece first-class rates from presort first- 

class rates is good public policy? 

A Well, I think in the first instance, yeah, a 

sound business judgment by the Postal Service and 

because rates have historically been used or rate 

discounts have historically been used to incent volume 

and therefore incenting volume has a tendency to 

spread costs over a larger piece. Yeah. I think it's 

good public policy to do things more efficiently and 

spend less resources. 

Heritage Reporting Corporation 
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Q The flip side of that public policy and I 

think you've stated here on page 8 is that the more 

mail services cost the more a mailer should pay. 

Unquote. That's your testimony, sir, is it not, that 

it's good public policy to have rates by which, "the 

more mail services cost the more a mailer should pay"? 

Good public policy, correct? 

A Yes, assuming that mail service's cost, 

meaning the Postal Service's cost. 

Q It's certainly more costly for  the Postal 

Service to process dirty single piece mail than it is 

to process clean presorted mail? That's obvious, 

right? Even I understand that and I'm sure you won't 

disagree with me. 

A I don't disagree with you. 

Q So once we've delinked presorted mail from 

single piece mail I assume, my understanding is, I'm 

not just assuming, my understanding of your testimony 

is that you would push that presort discount to a 

place where you're providing discount is for more and 

more presort mail, is that correct, so that you're 

isolating the dirtiest and most expensive mail in a 

category of single piece mail and providing business 

mailers or large mailers -- not using just business 
mailers, but they're usually business mailers - -  

Heritage Reporting Corporation 
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discounts because their mail is easier to process? 

A What is the question? 

Q The question is the policy you're advocating 

would lead to more and more single piece mail being 

isolated, but the dirtier single piece mail being 

isolated at higher costs as compared - -  

A If it costs more should it pay more? Is 

that the question? 

Q Yes. 

A Okay. 

Q So if that policy were to be followed and if 

it were to lead to for example single piece mail 

costing $1 a letter to mail, Valentines, Aunt Minnie's 

handwritten notes to her grandchildren, whatever it 

is, if this policy led to that sort of dirty single 

piece mail costing $1 that's fair in your view and 

it's also good policy, correct, because it's the dirty 

mail and it's more expensive to process? 

A Assuming that all the mail were paying its 

fair share and the fair share of Aunt Minnie's mail as 

you referred to it resulted in a $1 rate would that be 

fair? 

Q Yes. That's the question. 

A Sure. 

Q Okay. I think you and I are on the same 

Heritage Reporting Corporation 
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wavelength now. 

That we no longer are subsidizing Aunt Minnie because 

Aunt Minnie is paying for her own freight so to speak. 

Fair statement? 

We understand each other I think. 

A Wait. Are you saying that you believe that 

today presort mail is cross-subsidizing single piece 

mail? Is that what you're contending? 

Q Yes. It is. 

A Well, one would certainly believe that from 

the 18 cent differential. Yes. 

Q More to the point your testimony is that's 

wrong. The good public policy is that if Aunt 

Minnie's mailed letter costs $1 she ought to be paying 

$1. 

A I think if you want to cross-subsidize, sir, 

you ought to be up front and be straight about it. 

You ought to make a public policy statement that says 

I'll cross-subsidize. There's a long history of lots 

of other regulated industries where that's been done. 

Q Okay. Now, I don't know whether you're 

familiar with postal policy in particular. 

at all those places where you testified and everything 

and some of them were in rate proceedings. You 

testified in rate proceedings, haven't you, in 

addition to all those other testimonies? 

I looked 

Heritage Reporting Corporation 
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A Are you referring to my full range 

assessment? 

Q No. Some of those included postal rate 

proceedings, too, I think. 

A It was one postal rate proceeding. 

Q I don't want to be unfair to you because I 

want to ask you about postal policy and I don't know 

that you know postal policy, Have you read the Postal 

Reorganization Act passages related to rates? 

A No, I have not. 

Q Well, I ' m  going to try not to burden this 

record with an argument, but let me just ask you, sir, 

to accept that the Postal Reorganization Act requires 

that there be one or more classes of mail for the 

transmission of letters sealed against inspection, 

read first-class here at least. The rate for each 

such class shall be uniform throughout the United 

States, its territories and possessions. 

I gather that's not a policy that you had in 

mind when you prepared your testimony? 

MR. BRINKMAN: Mr. Chairman, I have to 

object to that. That's asking the witness to draw a 

legal conclusion. 

policy or the way counsel is interpreting that's the 

postal policy and I think he's asking the witness who 

Heritage Reporting Corporation 
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is not here to talk about postal policy, but here to 

talk about the business judgment of the Postal Service 

and ACP. 

It‘s not really fair to get into all sorts 

of postal policy questions. 

CHAIRMAN O W :  Mr. Anderson, would you 

repeat that question? 

MR. ANDERSON: Yes, I would, Mr. Chairman. 

If I may just preface the question by saying the 

witness testified about what’s good policy. It’s 

right in his testimony. So I was actually reading to 

the witness and - -  well, let me just provide copies of 

it. 

CHAIRMAN OMAS: Well, let me put it this 

way. If the witness knows, can you answer that 

question, please? 

THE WITNESS: What was the question again, 

sir? 

MR. ANDERSON: Let me show the witness if I 

may - -  Ms. Wood, would you give that to the witness, 

please? 

I have only three copies, Mr. Chairman. If 

you would like to see one I can provide it to the 

Chair. 

CHAIRMAN OMAS: As long as the witness sees 

Heritage Reporting Corporation 
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it and the attorney. 

MR. ANDERSON: Provide it to counsel, 

please, and then to the witness? 

CHAIRMAN OMAS: Thank you. 

MR. ANDERSON: I would direct your 

attention, sir, to the second page from the back of 

this stapled packet and I've highlighted in yellow 

Section 3623 of Title 39 of the United States Code and 

that subsection is entitled mail classification and 

subsection (d) I've highlighted the first two 

sentences there. Do you have them before you, sir? 

Just so the Commission will know what 

everyone is seeing here if I may, Mr. Chairman, I'll 

just read the two sentences? Thank you, Mr. Chairman. 

"The Postal Service shall maintain one or more classes 

of mail for the transmission of letters sealed against 

inspection. The rate for each such class shall be 

uniform throughout the United States, its territories 

and possessions. 'I 

So what I asked the witness was when he 

testified that it would be good policy to delink 

single piece rates from workshared rates and that it 

would be good policy to require Aunt Minnie to pay $1 

for her mail if that's the true cost of it that he 

didn't have that policy in mind. 

Heritage Reporting corporation 
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is that's correct, he did not have that policy in mind 

when he prepared that testimony. 

His counsel might want to argue whether that 

matters, but I think the answer is yes, he did not 

have that policy in mind, correct? 

CHAIRMAN oms: Well, why don't we let the 

witness answer that question. 

THE WITNESS: What's the date of this 

language? 

MR. ANDERSON: It's current. This is the 

current law. 

THE WITNESS: When was it originally 

written? 

CHAIF" OMAS: It was originally written in 

1970. I can answer that question. 

THE WITNESS: Has that language been revised 

since then? 

MR. ANDERSON: This was handed down on Stone 

tablets. 

CHAIRMAN Oms: It was not revised. 

M R .  ANDERSON: We can stipulate that's a 

current - -  

THE WITNESS: Okay. I would say that was 

not what I had in mind when I talked about good public 

policy. 

Heritage Reporting Corporation 
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BY MR. ANDERSON: Thank you. That's all I 

have. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

Mr. Costich? 

MR. COSTICH: Thank you, Mr. Chairman. 

CROSS -EXAMINATION 

BY MR. COSTICH: 

Q Good afternoon, Mr. Kent. 

A Good afternoon, sir. 

Q I'm Brandt Costich for the USCA. I'd like 

to come back to the 18 cent cost difference for a 

second. You got it from Appendix F in R2005? Is that 

correct? 

A Yes, sir. 

Q Are you aware that in the last page of that 

appendix where you can calculate the 18 cents that the 

term first-class letters means first-class letters and 

sealed parcels? 

A I was not aware of that which would be 

germane to the one question that Mr. Anderson asked. 

Q Yes. Could you look at page 12 of your 

testimony? 

A I have it. 

Q Specifically lines 11 through 13. Again, 

this is the 18 cents. Do you know if any of that 18 

Heritage Reporting Corporation 
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cents results from presort mailers complying with 

Postal Service regulations? 

A I don't. 

Q Do presort mailers comply with Postal 

Service regulations? 

A I would hope so. 

Q Do those regulations impose costs on the 

mailers? 

A I don't know what you mean. 

Q 

A 

I'm referring to preparation requirements. 

Are you asking me if they perform a function 

does it cost money to perform that function? 

Q Yes. 

A I think by definition. 

Q Does that save the Postal Service money? 

A Yes. The concept of establishing a discount 

is essentially as I explained a make or buy decision 

and presumably you don't set a price as a rational 

businessman where you lose money. You want to be 

saving money. 

Q What I'm trying to get at is at least one 

other witness for MMA has pointed out many activities 

that presort mailers perform that cost them money and 

save the Postal Service money, but they do it because 

the Postal Service simply imposes a requirement by 

Heritage Reporting Corporation 
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regulation. Does that sound right to you? 

A I have no knowledge. I'm not a presort 

mailer. I'm a rate expert. 

Q Could you look at page 13 at lines 4 through 

6? 

A Yes, sir. I have it. 

Q Here if I understand it correctly you're 

saying that the Postal Service would use efficient 

component pricing if it had the right cost data to . J  

it. Is that correct? 

A Presumably. That is what I'm saying. That 

presumably they would use ECP if they had the ability 

to capture those specific costs. 

Q What is the basis for your expectation that 

ECP would be used? 

A My understanding is that - -  well, let me 

step back for a second. I think there's a really 

confusing scenario I guess I would describe it as in 

this record as I have read through it to prepare for 

this over exactly what the definition of ECP is. 

I will tell you that the Postal Service 

definition of ECP as it relates to specifically 

identified cost savings associated with what are 

called workshare similar to what are described by 

Sidak I guess in this proceeding are somewhat 

Heritage Reporting Corporation 
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different than those that are ddscribed by Panzar, and 

I will tell you are also differ4nt than the ECP 

definitions that are used in otter industries in rate 
~ 

making. ! 

So in this specific chntext here I was 
~ 

I 
referring, and you may recall Iive just spoken here 

about the sort of circular problem that we have and 

that is that we have workshare,iwe capture costs 

associated with workshare, we say those workshare 

avoidable costs are consistent with and I'll call them 

the side act principles of ECP ?hat the discount 

should be, and then we have thii: world in which 

there's a whole bunch of costs khat are other, some of 

which may be avoidable, but we're just not capturing 

because we don't' have a data system to capture them 

properly and if you in fact were able to carefully 

capture all of the avoidable costs that were 

associated with a particular function I would assume 

that ECP would be the basis upon which you would set a 

discount based upon the Postal Service's history. 

! 
I 

i 

I 

Q Would some of those aboidable costs include 

costs that the Postal Service imposes on mailers by 

regulation? 

A 

~ 

You've asked me that and I told you I don't 

know about the regulation, so ik's kind of unfair to 

Heritage Reporting corporation 
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ask me the questions. 

Q Let's try it from a point that you're 

perhaps familiar with. ECP means efficient component 

pricing and efficient means economically efficient, 

right? 

A Yes, it does. 

Q In this case, are we referring to an 

efficient allocation of resources? 

A I think we're talking about the achievement 

of all the work that needs to be done from start to 

finish at the lowest cost. 

Q Well, if the lowest cost to the Postal 

Service is zero by requiring mailers to do certain 

things, why should the mailers be paid for doing that? 

A Because we're looking at the total cost from 

origin to destination, not just the service provider's 

costs. I mean, we look at a concept of value in 

economic prospect. 

Q And we're doing all of this to achieve an 

efficient allocation of resources, is that correct? 

A We would hope so. 

Q And if that efficient allocation can be 

achieved by regulation, as opposed to monetary 

incentives, what's the difference? 

A I don't understand the question. You know, 

Heritage Reporting Corporation 
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in theory, if you get to the same place, it shouldn't 

matter how you got there, if that's what you're 

question is. I guess that's my answer. 

MR. COSTICH: Thank you. No further 

questions. 

CHAIRMAN OMAS: Thank you, Mr. Costich. Is 

there anyone else, who would like to follow-up with 

this witness? 

(No further questions from the audience.) 

CHAIRMAN OMAS: Are there any questions from 

the bench? 

some time 

we could, 

completes 

(No further questions from the bench.) 

CHAIRMAN OMAS: Mr. Brinkman, would you like 

with your witness? 

MR. BRINKMAN: Yes, just a few minutes, if 

sir. 

CHAIRMAN OMAS: Thank you. 

(Pause. ) 

MR. BRINKMAN: Mr. Chairman? 

CHAIRMAN OMAS: Mr. Brinkman? 

MR. BRINKMAN: We have no more questions. 

CHAIRMAN OMAS: Thank you. Mr. Kent, that 

your testimony here today. We appreciate 

your appearance and your contribution to our record 

and you're now excused. Thank you. 

Heritage Reporting Corporation 
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THE WITNESS: Thank you, sir. 

(Witness excused.) 

CHAIRMAN OMAS: We are, at this point, going 

to take our afternoon break and we'll do it for about 

10 minutes. And we'll be back, subject to check by 

Ms. McKenzie, at 3:20. 

(Whereupon, a brief recess was taken.) 

MR. HALL: If I may, Mr. Loetscher, can you 

see the screen from there or would you like to come 

back and sit here or - -  oh, okay. 

Let me do a little set up on this before we 

push the button and see what is there for two minutes 

and 50 seconds. Basically, this was a test of 

different counting methods, specifically manually 

counting versus weight conversion techniques. And the 

whole video is actually about 25-30 minutes long, but 

the first 23 or so minutes is taken up with four 

clerks hand counting a total of 5,357 high-volume QBRM 

reply envelopes. That would translate into 70 minutes 

for one clerk to perform that function, about seventy- 

and-a-half minutes. So, at this point, we're going to 

compare and contrast manual counting with a weight 

conversion technique that is routinely performed by 

Key Span Energy, at least in this time frame, which 

received very large volumes of QBRM every &y. So, if 

Heritage Reporting Corporation 
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we could now - -  

(Video being played.) 

MR. HALL: First, the clerk is hand counting 

100 pieces. It will be used as - -  in the weight 

conversion process. 

(Video being played.) 

MR. HALL: At this point, he's calculating 

the tear weight of individual trays. 

(Video being played.) 

MR. HALL: Okay. There's one other 

observation I would make and if anybody wants to see 

it again. The clerk starts to simply put trays one on 

top of the other. But, the gentleman, who is 

directing the experiment, asked that he weigh them 

separately and report for each try the number of 

pieces in there. So, it would have gone faster, if he 

had simply piled up the trays. But for purposes of 

this, we wanted to have a comparison. That's it. 

Thank you, very much, for your patience. 

Mr. Chairman, I don't know if you've sworn 

the witness in or done any of the preliminaries you 

need to do. Had Postal Service counsel run him 

through his rebuttal testimony? 

CHAIRMAN OMAS: Ms. Reed? 

MS. REED: Elizabeth Reed on behalf of the 

Heritage Reporting Corporation 
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Postal Service. Our next witness is L. Paul 

Loetscher. 

Whereupon, 

L. PAUL LOETSCHER, 

having been first duly sworn, was called as a witness 

herein, and was examined and testified as follows: 

CHAIRMAN OMAS: I think you've already been 

sworn. 

THE WITNESS: It doesn't hurt to do it more 

than once. 

DIRECT EXAMINATION 

BY MS. REED: 

Q Mr. Loetscher, you have before you two 

copies of a document entitled 'rebuttal testimony of 

L. Paul Loetscher on behalf of the United States 

Postal Service,' dated November 20, 2006 and 

designated as USPS-RT-9; is that correct? 

A That's correct. 

Q Now, was that testimony prepared by you or 

under your direction? 

A Yes, it was. 

Q And if you were to give that testimony 

orally today, would it be the same? 

A Yes. 

Q Are there any category two library 

Heritage Reporting Corporation 
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references associated with your testimony? 

A Yes, I believe so. 

Q And is that library reference designated as 

USPS-LR-L-193? 

A Yes. 

MS. REED: Mr. Chairman, at this time, 1’11 

provide the reporter with two copies of the testimony 

and ask that it and the associated library reference 

be admitted into evidence. 

CHAIRMAN OMAS: Is there any objection? 

(No objection.) 

CHAIRMAN OMAS: Hearing none, I will direct 

the counsel to provide the reporter with t w o  copies of 

the corrected testimony of L. Paul Loetscher. That 

testimony is received into evidence and is to be 

transcribed into the record. 

(The documents previously 

referred to were marked for 

identification as USPS-RT-9 

and USPS-LR-L-193 and 

received into evidence.) 

/ /  

// 

/ /  

/ /  
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Autobiographical Sketch 

My name is L. Paul Loetscher. I am a Vice President at Christensen 

Associates, which is an economic research and consulting firm located in 

Madison, Wisconsin. I joined Christensen Associates in 1995 as a Staff 

Economist. In 1997 I was promoted to Economist: in 1999 I became a Senior 

Economist, and in 2005 I was promoted to Vice President. My education 

includes a B.A. in economics from Colorado State University in 1990 and an M.A. 

in economics from Michigan State University in 1993. I earned an M.A. by 

completing coursework and qualifying examinations for a Ph.D., but did not 

complete a dissertation. While a graduate student at Michigan State University, I 

was a teaching assistant for four years. I was an instructor for Intermediate 

Microeconomics, Labor Economics, and Principles of Microeconomics. 0 
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.. 
11 

Much of my work at Christensen Associates has dealt with the statistical 

issues related to the estimation of mail volumes and mail characteristics. In 

Docket R2005-1, I presented testimony (USPS-T-32) on the size distribution of 

Periodicals sacks. In Docket MC2004-2, I presented testimony (USPS-T-3) on 

the size distributions and density of Priority Mail parcels. In Docket No. R2001-1 

and R2005-1, I presented testimonies (USPS-T-41/R2001-1, USPS-T-32/R2005- 

1) on the measurement of domestic mail volumes by shape, ounce increment, 

and rate element, and the measurement of the entry profile of Outside County 

Periodicals mail pieces. 
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1. Purpose of Testimony 

The purpose of my testimony is to explain why the testimony presented by 

MMA witness Bentley in this docket is incorrect in asserting that the accounting 

method estimates of High Volume QBRM presented in USPS-LR-L-34 are 

flawed, and in concluding that the Commission should continue to use the High 

Volume QBRM estimates from previous cases.' My testimony will refute witness 

Bentley's claims and explain how the study presented in USPS-LR-L-34 

represents an improvement to the accounting method estimates of High Volume 

QBRM presented by witness Miller in Docket No. R2001-12 and by witness 

Bentley in Docket No. R2000-1 .3 Specifically, my testimony will demonstrate 

how the prior studies suffered from sample selection bias and measurement bias. 

Finally, my testimony will show that, in contrast to witness Bentley's assertions, 

High Volume QBRM is often received in relatively low volumes, and that offices 

choose the most cost-effective counting methods based on the amount of High 

Volume QBRM they receive. 

14 

15 
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See Direct Testimony of Richard E. Bentley on Behalf of Major Mailers Association. DST Mailing 1 

Services. Inc. and Association for Mail Electronic Enhancement, Inc. (MMA-T-I), Docket NO. 
R2006-1, at p. 28 and Appendix II 
* See Oocket No. R2001-1, USPS-LR-J-60 
3 -  

WOOO-1, EXHIBIT-KE-1 D.xiS 
Ses Testimony of Richard E. Bentley on Behalf of Keyspan Energy (KE-T-1). Docket No. 

13268 

1 



2 

3 

4 

9 

10 

11  

12 

0 13 

14 

15 

16 

* 

17 

18 

19 

20 

21 

22 

23 

11. High Volume QBRM Isn’t Always Received in “High Volumes” 

In his testimony, MMA witness Bentley seems to be unaware of certain 

fundamental aspects of the High Volume QBRM rate category. First, witness 

Bentley mischaracterizes High Volume QBRM customers because he assumes 

that they consistently receive high volumes of QBRM. Despite its name, and 

despite witness Bentley’s representations, in reality many High Volume QBRM 

customers do not actually receive a ”high volume” on any given day. In the 

context of mail volumes, the term “high volume“ elicits thoughts of large presort 

service bureaus, large national magazines, catalogue mailers, and major banks 

that submit hundreds of millions, or in some cases billions, of pieces each year. 

However, in reality, many High Volume QBRM customers have annual volumes 

measured in the tens of thousands of pieces, not millions. Furthermore, volumes 

can be highly sporadic: the pieces may all arrive in a relatively short time frame, 

with virtually no volume at other times, or the volume may be spread somewhat 

evenly throughout the year. 

In addition, witness Bentley fails to recognize that the Postal Service does 

not have a stated minimum volume requirement for eligibility for High Volume 

QBRM rates. Thus, High Volume QBRM customers could have an annual 

volume ranging from zero pieces to hundreds of millions of pieces. Customers 

choose to pay the Basic QBRM rate or the High Volume QBRM rate based on 

the volume of QBRM mail they expect to receive each quarter, not necessarily on 

the volume of mail they actually receive each quarter. Witness Bentley seems to 

13269 
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ignore this crucial distinction, as demonstrated by his response to USPSIMMA- 

T1-15(b), where he stated, “I  do not understand how an office can process and 

deliver High Volume QBRM but does not receive a ‘significant volume of 

QBRM.”’ In fact, because there is no minimum volume requirement for High 

Volume QBRM eligibility, offices could reasonably receive insignificant volumes 

of QBRM on certain days, or during certain times of the year. 

A QBRM customer’s choice to pay the High Volume QBRM rate versus 

the Basic QBRM rate is theoretically based on what is known as the “break even” 

volume level. At this volume level, the total postage under Basic QBRM rates is 

equal to the total postage under High Volume QBRM rates. Above this level, 

total postage under High Volume QBRM rates is less than under the Basic 

QBRM rates; below this level, total postage under Basic QBRM rates is less than 

under the High Volume QBRM rates. Under the current rates and fees structure, 

the ”break even” quarterly volume level is 36,538 pieces, and can be calculated 

as the High Volume QBRM quarterly fee divided by the difference between the 

Basic QBRM per piece fee and the High Volume QBRM per piece fee, or: 

1900.00/(0.06-0.008) = 36,538 pieces: 

If a QBRM customer expects more than 36,538 pieces in any given quarter, then 

the customer should choose to pay the High Volume QBRM fee to pay the least 

in combination of postal fees and postage; if the customer expects fewer pieces, 

then the customer should choose the Basic QBRM rates. However, the 

recipient‘s total volume does not dictate the rate paid. The rate paid is a choice 

on the recipient‘s part, a choice perhaps made in the absence of full information. 

‘See - Domestic Mail Manual 507.8.0 
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The population of pieces that pay High Volume QBRM rates can include pieces 

from accounts with less than 150,000 pieces annually, which is about four times 

the quarterly “break even” volume. High Volume QBRM rates may be paid by 

BRM accounts with less than 50,000 pieces annually, in cases where the 

recipient has strong seasonal volume and chooses High Volume QBRM rates in 

only one quarter. Low annual volumes may also occur when the recipient has 

chosen High Volume QBRM rates based on an overestimation of the volume of 

mail ultimately received. 

111. The Studies in Docket Nos. R2000-1 and R2001-1 Excluded Lower 

Volume Recipients from the Analysis of High Volume QBRM 

In his testimony, the only reason that Bentley gives to support his 

contention that the results from the BRM Practices Study are flawed is that they 

differ from his analysis in Docket No. R2000-1 and witness Miller’s analysis in 

Docket No. R2001-1.5 However, a review of witness Bentley’s and witness 

Miller’s work shows that these two studies excluded accounts that received 

relatively low volumes. Thus, the previous studies underestimated the volume of 

High Volume QBRM that is counted manually. Unlike the study methodology 

used in developing the USPS-LR-L-34 results, the analyses conducted to 

estimate the accounting practices of High Volume QBRM in Docket Nos. R2000- 

1 and R2001-1 did not analyze High Volume QBRM in total and in isolation, but 

rather looked at the accounting practices of BRM received in high volumes. As 

- See MMA-T-1, Docket No. R2006-1, at p. 28-29 
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discussed in Section II above, there is a significant difference between High 

Volume QBRM and BRM received in high volumes, which witness Bentley 

ignores in his testimony. 

Contrary to what witness Bentley would like the Commission to believe, 

analyzing BRM received in high volumes is 

Volume QBRM. For example, the accounts that receive the highest volumes of 

BRM include accounts with non-qualified BRM pieces, nonletter BRM pieces, 

and Basic QBRM rated pieces. More importantly, looking at just the accounts 

that receive large volumes of BRM mail excludes pieces that pay High Volume 

QBRM rates, but are received in relatively low volumes. By including non-High 

Volume QBRM accounts that receive high volumes of BRM pieces, and 

excluding the High Volume QBRM accounts that receive low volumes, these 

analyses produced biased estimates that underestimated the amount of High 

Volume QBRM that is counted manually. 

the same as analyzing High 

In Docket No. R20OO-1, Postal Service witness Campbell provided QBRM 

volumes for the top 75 QBRM accounts, as measured by QBRM volume received 

in the first 3 quarters of FY 1998, and between AP 6 of FY 1999 and AP 5 of FY 

2000.6 In that docket, witness Bentley, on behalf of Keyspan, augmented this 

sample with the volumes of two additional QBRM accounts that were not 

reported in the PERMIT system in FYI999 and FY2000. In witness Bentley's 

augmented sample, the smallest account volume was 874,379 pieces, which is 

over 5 times the current break even volume level for High Volume QBRM, as 

&Response of United States Postal Service Witness Campbell to Interrogatories of Keyspan 6 

Energy, KE/USPS-T2949. Docket No. R2000-1 (April 14,2000). 
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described above. Moreover, many accounts with an annual volume less than 

874,379 are eligible for High Volume QBRM rates, but were excluded from both 

witness Campbell's and witness Bentley's samples.' 

In Docket No. R2001-1, witness Miller looked at the accounting practices 

of the 151 largest BRM accounts in FY 2000. The sample comprised the largest 

150 accounts reporting in the PERMIT system, and an additional large BRM 

account that did not report in the PERMIT system! The sample was not 

restricted to High Volume QBRM accounts, and the smallest account 

investigated had a FY 2000 BRM volume of 506,348 pieces, or over 3 times the 

current break even level for High Volume QBRM. Eligible low volume accounts 

were also excluded from witness Miller's sample? 

The exclusion of eligible low volume accounts results in selection bias. 

Selection bias occurs when the variable used to select a sample (in this case 

annual volume) is correlated with the characteristic being measured (the 

proportion of pieces counted manually). In the data used by witness Miller and 

the data used by witness Bentley, there is clearly a correlation between annual 

volume and the proportion of pieces that are manually counted. Low volume 

accounts are significantly more likely to be counted manually. In witness Miller's 

data, 9.3 percent of BRM was counted manually for accounts between 500,000 

and 600,000 pieces. For accounts having more than 600,000 pieces, none of the 

pieces were counted manually. In witness Bentley's data, 33.6 percent of the 

'See KE-T-1, Docket No. R2000-1, EXHIBIT-KE-ID. 'z Direct Testimony of Michael W. Miller (USPS-T-22) on Behalf of United States Postal 
Service, USPS-T-22, Docket No. RZOOI-1, at page 38, lines 21-23. - See USPS-LRJ-60, Docket No. R2001-1. 

6 



I 13274 

I 
L 

3 

4 

5 

6 

7 

8 

9 

10 

11 . :: 
14 

15 
* 

16 

17 

18 

19 

20 

21 

22 

23 

0 

volume of accounts receiving less than 1 million pieces was counted manually, 

while 3.3 percent was counted manually in accounts having more than 4 million 

pieces." 

In neither witness Bentley's Docket No. R2000-1 study nor witness Miller's 

Docket No. R2001-1 study was the analysis actually an analysis of High Volume 

QBRM. Rather, they were analyses of BRM received in large volumes. Both 

studies included non-High Volume QBRM pieces and excluded lower volume 

accounts that were eligible for High Volume QBRM rates. But even as proxies 

for High Volume QBRM, both analyses were subject to selection bias, and the 

selection bias was in the direction of underestimating the proportion of High 

Volume QBRM that is counted manually because lower volume recipients were 

excluded. 

IV. In the Docket Nos. R2000-1 and R2001-I Estimates, Manually 

Counted Volumes Were Assumed Away 

The way piece counts were assigned to accounting method in the Dockets 

No. R2000-1 and R2001-1 estimates also resulted in measurement bias. 

Measurement bias occurs when the instrument used to measure the 

characteristic of interest is not accurate in a systematic way, such as when a 

scale is not properly calibrated. In Docket No. R2001-1, the High Volume 

QBRM rate had not existed long enough to allow witness Miller to conduct a 

comprehensive statistical study of the accounting practices of High Volume 

''a USPS-LR-J-BO, Docket No. R2001-1. 
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CIBRM. In his phone survey of the 151 largest BRM accounts, the accounting 

method recorded was the accounting method used for the majorrty of each 

account’s pieces. As a result, in witness Miller’s analysis, the total volume for 

each account was assigned to one and only one accounting method. 

Similarly, in witness Bentley’s Docket No. R2000-1 analysis, 59 of the 73 

accounts measured had no recorded volume that was manually counted. Since 

witness Bentley could only obtain the distribution of accounting method by office 

and not by individual account, he assumed away the possibility that some portion 

of each account could be counted manually. Witness Bentley stated in his 

exhibit: 

USPS witness Campbell provided the percentage of QBRM 
pieces that were counted by each of the five methods for 74 
of the top 77 offices. For each account he indicated the 
percentage of QBRM applicable to all of the pieces counted 
within that office. During oral cross-examination he indicated 
that, at least for the most current data he had recently 
retrieved, the method of counting for the particular account 
was not the same as the percentages shown for the office as 
a whole, but would be one of the non-manual methods that 
he had specified. Therefore, where he so indicated, I have 
assumed that 100% of the pieces were counted using the 
method that Mr. Campbell suggested was appropriate. 

For the older data, collected in 1996, there was a similar 
problem. The percentages shown were applicable to all 
QBRM counted by an office, and not necessarily for the 
large account shown. Because high volume accounts woul 
tend to exhibit different counting methods from low volume 
accounts, I have made a similar adjustment to the 1996 
data. I therefore constrained the manual counting 
percentage to be zero in those offices that exhibited more 
than one counting method and re-allocated that volume to 
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the other methods utilized by the office in the same relative 
amounts.” 

Recording volumes in the manner described by witness Bentley precluded the 

likelihood that some volume for every account was manually counted. 

There are a number of reasons that, even for the largest accounts, some 

volume would be counted manually. For example, pieces damaged in upstream 

processing that are unable to be processed in automation will be counted 

manually when the predominant method for counting these pieces is the DBCS 

or other machine. Also, volumes received after the main processing window will 

likely be counted manually. Finally, accounts with fluctuating daily volumes will 

likely be counted manually on low volume days when the volume does not justify 

a machine setup to count the mail in a couple of trays.” Given the reality of mail 

flows, it is improbable that any account would not have some portion counted 

manually. Since the Docket Nos. R2000-1 and R2001-1 analyses did not or 

could not account for all possible accounting methods that are actually employed, 

those studies underestimated of the volume of mail that was manually counted. 

Therefore, witness Bentley is incorrect in suggesting that the results of those 

studies should be accepted instead of the results from USPS-LR-L-34. 

V. USPS-LR-L-34 Estimates are Unbiased and Based on Sound 

Statistical Principles, Not Preconceptions 

13276 

See Docket No. R2000-1. EXHIBIT-KE-1G.doc, pages 1-2. 11 

“see - Rebuttal Testimony of Chris Oronzio, USPS-RT-15, Docket No. R2006-1. 
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The BRM Practices Study in this docket (USPS-LR-L-34) provides 

unbiased estimates of the accounting practices of High Volume QBRM and was 

conducted using sound statistical methods. The sample design was developed 

to avoid bias in both the selection process and the survey instrument. The FY 

2004 ODlS BRM data by 3-digit zone was used to develop the sample frame and 

ensure that the entire population of BRM mail was included in the frame. No 

BRM accounts or BRM pieces were excluded from the sample frame. In Docket 

Nos. R2000-1 and R2001-1 the low volume accounts (those more likely to be 

manually counted) were excluded. In the sample selection for USPS-LR-L-34, 3- 

digit zones were drawn proportional to FY 2004 BRM volume and appropriately 

weighted to ensure that each sampled piece represented its share of total BRM 

volume. The sample instrument was designed so that the actual accounting 

methods used and the actual BRM rate paid by every BRM piece processed by 

the sampled offices could be accurately recorded. Thus, it was not necessary to 

make assumptions regarding operational practices, nor to use proxies for any 

subset of BRM. In the Docket Nos. R2000-1 and R2001-1 studies, the actual 

BRM rate was unknown and all pieces were assumed to have been counted 

using the predominant method. 

Using the data collected in the BRM Practices Study, it can be shown that 

the Postal Service does not laboriously hand count High Volume QBRM received 

in very large volumes day-in and day-out as suggested by witness Bentley.13 

Instead, the Postal Service appropriately and efficiently uses the DBCS, weight 

averaging, special counting machines, or BRMAS software to count High Volume 

See MMA-T-1, Docket No. R2006-1, at page 28, lines 27-28. 13 - 

10 
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QBRM when large amounts of High Volume QBRM are received, and uses 

manual counting when the volume of High Volume QBRM is low. 

In the BRM Practices Study, USPS-LR-L-34, the unit of observation was 

an “office-day,” that is, the mail received by an office on a sample day. Each 

office-day can be mapped to a range of High Volume QBRM volume that is 

received and processed on a particular day. Estimates can be produced that 

show the accounting methods used when the amount of High Volume QBRM 

falls within these ranges of volume. Table 1 below shows the range of 

accounting practices used to count High Volume QBRM, disaggregated by three 

ranges of volume: 500 or fewer pieces per office-day, between 501 and 2,500 

pieces per office-day, and over 2,500 pieces per 0ffice4ay.l~ 

Table 1 
High Volume QBRM 

Accounting Practices by Daily Received Volume 

Daily Volume of High Volume QBRM 
Accounting Method <= 500 501 - 2,500 >= 2,501 
BRMAS Software 1.01% 2.78% 4.19% 
Other Software 0.00% 0.00% 0.00% 
€OR From BCS 0.86% 9.27% 69.32% 
Special Counting Machine 0.00% 0.00% 16.11% 
Manual Counts 98.1 3% 50.27% 2.04% 
Weight Averaging- Letter 0.00% 37.68% 8.33% 

Share of HV QBRM Received 13.0% 25.0% 61.9% 

Either because of daily or seasonal fluctuations in the recipients’ volume, 

or because the account is near the break even volume, 13 percent of all High 

Volume QBRM is processed on ”lower volume” days, when processing offices 

Please see USPSLR-L-193, which explains in more detail how Table 1 was derived from the 14 

USPS-LR-L-34 data. 
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receive 500 or fewer pieces. On these days, High Volume QBRM is counted 

manually 98 percent of the time. On days when offices receive more than 2,500 

pieces of High Volume QBRM, only 2 percent is counted manually. The Postal 

Service uses the most cost-effective counting method based on the volume 

received, which witness Bentley fails to realize because of his preconception that 

all High Volume QBRM is received in large volumes. The actual counting 

methods by volume levels, shown in Table 1, make more logical sense than 

witness Bentley’s isolated view. 

The results presented in Table 1 also illustrate why witness Bentley in 

Docket No. R2000-1 and witness Miller in Docket No. R2001-1 underestimated 

the proportion of High Volume QBRM that was counted manually. By sampling 

only the largest High Volume QBRM accounts, they selected accounts that were 

likely to receive significant volumes of High Volume QBRM daily. The offices 

processing this large volume appropriately use non-manual methods of counting 

mail. However, the previous estimates incorrectly measured the accounting 

practices of low volume days, either by excluding low volume accounts from the 

sample or assuming that low volumes are counted the same as high volumes. 

Thus, they ignored the reality that offices find it cost-effective to manually count 

volumes - even for High Volume QBRM accounts -- on lower volume days. The 

BRM Practices Study presented in USPS-LR-L-34 is entirely consistent with this 

finding, and it provides a more complete picture of the QBRM and High Volume 

QBRM universe than what is offered by MMA witness Bentley. 

23 

12 



01 
L 

3 

4 

5 

6 

7 

8 

9 

10 

11 

14 

15 

16 

17 

18 

19 

20 

21 

22 

- 

VI. Summary and Conclusions 

Contrary to the assertions by MMA witness Bentley in this docket, the 

estimates provided in the Docket No. R2006-1 BRM Practices Study (USPS-LR- 

L-34) are the result of a comprehensive study of BRM mail, are based on sound 

statistical principles, and correct for biases inherent in the previous two studies. 

The results may be inconsistent with witness Bentley’s preconceptions regarding 

the High Volume QBRM rate category, but they represent an unbiased 

consideration of the full range of practices used to count QBRM pieces. Because 

of the current rate structure, High Volume QBRM may be received in low 

volumes as well as high volumes. The previous studies of High Volume QBRM 

in Docket Nos. R2000-1 and R2001-1 did not account for lower volume accounts 

or for lower volume days, which have a higher incidence of manually counting. 

This sampling bias resulted in the underestimation of the proportion of QBRM 

that is manually counted. Further, by recording all volume for an account under 

the predominant counting method, these studies failed to record the cost- 

effective manual counting of residual volume and the manual counting that 

occurs on lower volume days. This measurement bias compounded the 

selection bias. As a result, MMA witness Bentley wrongly advocates using 

biased studies that underestimate the proportion of High Volume QBRM that is 

counted manually. Therefore, the Commission should follow the results in 

USPS-LR-L-34, which is based on sound statistical principles. 
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CHAIRMAN OMAS: This brings us to oral 

cross-examination. One request has been made. Mr. 

Hall, would you like to begin, please? 

MR. HALL: Sure. 

CROSS-EXAMINATION 

BY MR. HALL: 

Q Mr. Loetscher, I'm Mike Hall representing 

Major Mailers Association. 

discussed your original testimony and library 

reference 34, I believe. 

You and I have already 

A Yes, I remember. 

Q Okay. First, I would like for the record to 

thank Postal Service counsel and Mr. Loetscher for 

providing us with some valuable information. But, 

that also leads me to request that that information be 

put in the record, so that parties will have a better 

understanding of library reference 34 and I presume 

library reference - -  the latest library reference, 

which is 193; is that right? 

A Yes. 

Q Specifically, Mr. Loetscher, I'm going to 

show this page to you. When you were on the stand 

before, you referred us to a file called 'all data.' 

Do you recall that? 

A I think it was all data 2. 

Heritage Reporting COrpOratlOn 
(202) 628-4888 
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Q Okay, all data 2. And when we opened up all 

data 2, this is what we found. Does that look 

familiar to you? 

A I can't see it from here. 

Q Okay. Well, let me pass it to you and see. 

And while I'm doing that, let me say that there are 

over 19,000 rows in this file representing the data 

that was gathered from all of the sites during the 

days that the study was conducted. Does this look 

familiar to you? 

A Yes, it does. 

Q Okay. It doesn't have any headings or any 

identifiers that would allow you to see what it is, is 

that correct? 

A Not on that particular file; but in the 

Fortran code that reads it, the fields are at least 

coded. 

Q Does it produced a file with headings like 

this? 

A No, it doesn't. 

Q Okay. But, now, you have provided an Excel 

Spreadsheet, which reflects this information, pull it 

out, give it names, and so there's something for the 

parties to read; is that right? 

A That is true. 

Heritage Reporting Corporation 
(202) 628-4888 
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MR. HALL: Okay. And I would like to ask 

Postal Service counsel if you could supplement the 

record for both library references, so that we have 

the appropriate Excel Spreadsheets in there that would 

be used to provide people like me, who don't read 

Fortran. 

MS. REED: I don't think that will be a 

problem. 

MR. HALL: Thank you. 

BY MR. HALL: 

Q I think I said there were over 19,000 rows 

in there. I think it's approximately 19,700. 

A That sounds about right. 

Q Okay. Do you know how many rows represented 

high-volume QBRM? 

A Not off the top of my head, no. 

Q Four-hundred-and-thirty-four. So, in other 

words, what you gathered information on, by and large, 

was a little bit of information about high-volume QBRM 

and a lot of information about other types of business 

reply mail, including basic QBRM, high-volume BRM, and 

regular BRM; is that right? 

A I would not say that. The count of the 

number of rows, it's a little bit misleading. Our 

survey instrument, which is in LR-L-34, what we asked 

Heritage Reporting Corporation 
(202) 628-4888 
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the clerks to do at 43 sites, I believe - -  42 or 43 

sites is for a three-day period to count and record 

the accounting method, the billing method for all the 

BRM pieces that went through. They could have done 

all the BRM pieces for one day on one line or they 

could have - -  you know, different accounts might be 

billed differently, so they would use a separate line 

for each of those. So, if you had a site that had a 

lot of, say, basic BRM accounts, the clerk may have 

filled out one line for each account. So, you're 

generating a lot of records in there for a very low 

number of accounts or for a low number of pieces. 

B u t ,  the high-volume QBRM pieces, there are a lot of 

sites that did a huge number of pieces in the exact 

same way. So, these pieces were - -  could be recorded 

on just one line. So, a count of line numbers is 

misleading. What you need to do is look at the total 

piece counts. And I believe we looked at the 

accounting practices of roughly 700,000 high-volume 

QBRM pieces. 

Q Seven-hundred-and-ninety thousand. 

A I said roughly -- yes, roughly 700,000, yes. 

Q Okay. In terms of when the study was 

conducted, it was conducted between January 10 and 

January 28; is that correct? 

Heritage Reporting Corporation 
(202) 628-4888 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 0 14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

.. 

13285 

A I believe so, yes. 

Q Okay. In terms of the time of year, were 

you here yesterday when Mr. B o z z o  was testifying? 

A No, I wasn't. 

Q Okay. I'm going to say what I think he said 

and then we'll see if we agree. I believe he called 

January the backside of the December peak. Does that 

sort of make sense to you? 

A For Postal Service volume? 

Q Yes. 

A For all classes? 

Q Sure. 

A All classes together, yes. 

Q Okay. And how about QBRM or high-volume 

QBRM? 

A I have no idea of the seasonality of high- 

volume QBRM. 

Q Do you know what QBRM is used for? 

A It's used for a lot of different things: 

survey responses; billing; anything that a particular 

customer that wants to ensure response from the 

customers that they're mailing sends back. 

Q Right. So, for example, catalogues that are 

sent out before the holidays, starting probably 

unfortunately, but fortunately for the Postal Service 

Heritage Reporting corporation 
(202) 628-4888 
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beginning in October or so, often contained QBRM or 

high QBRM or BRM reply pieces, if the customer chooses 

to make an order and prefers to use the mail to get 

the order into the supplier, is that right? 

A I would have no idea. My wife gets a lot of 

catalogues, but I've never seen a QBRM piece in any of 

them. 

Q Okay. If you don't know, that's fine, too. 

A I don' t know. 

Q But, in any event, if that is a use that 

people put BRM and QBRM and high-volume QBRM to, you 

would agree, would you not, that there is a holiday 

peak period, people want to purchase gifts for other 

people and get them delivered before Christmas or 

Hanukkah. And so, that would be the peak period and 

January would be a relatively slow period, wouldn't 

it? 

A Well, I would agree for that particular 

component of high volume QBRM, but that's not the only 

component of high-volume QBRM. 

Q N o .  I'm going to suggest another to you. 

Do you ever receive annual reports and proxy 

solicitations in the mail? 

A I've heard people that receive such things. 

MS. REED: Excuse me, Mr. Chairman, it Seems 

Heritage Reporting Corporation 
(202) 628-4888 
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like some of these issues pertain more to witness 

Loetscher's direct testimony and I'm not sure if 

counsel could point to his rebuttal testimony, where 

this might be. 

MR. HALL: Well, that is very timely, 

because one of the problems we have here is that, as I 

pointed out, in the original testimony, Mr. Loetscher 

included files like this, which were not really 

documented and made it very difficult for us to read 

and analyze the data. And in addition, in his initial 

testimony, he took no issue with the current 

methodology for setting high-volume QBRM rates or any 

other BRM rates. So, it was only in his rebuttal 

testimony that he has taken issue with Mr. Bentley's 

approach in R2000-1, which was adopted by the 

Commission, and we will be discussing that, and also 

with the survey that was conducted by witness - -  USPS 

witness Campbell, in that case, and, subsequently, the 

survey, more detailed survey that USPS witness Miller 

did and submitted in R2001-1, and the same material 

that was used by witness Adhirahman in R2005-1. 

we are at a bit of a disadvantage, because, the way we 

look at it, if the Postal Service wants to make a 

change, they should be saying what's wrong with the 

existing methodology. And, indeed, that's the sum and 

Heritage Reporting Corporation 
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substance of Mr. Loetscher's rebuttal testimony. He 

has now gotten around to saying that that's what he is 

taking issue with. But, if he had done that up front, 

we could have addressed it and had an opportunity to 

review it. So, we're trying to do our best under 

rather difficult circumstances. So, that's why my 

questions are as they are. 

MS. REED: I understand that, but I believe 

his direct testimony - -  
CHAIRMAN OMAS: I'll allow the questions. 

Mr. Hall, continue. 

MR. HALL: Thank you. 

BY MR. HALL: 

Q Well, let's get to why you chose January to 

run your sample. 

A It wasn't a choice upon our part. It was a 

choice upon the Postal Service's part. They wanted to 

get data as quickly as possible, so they contacted us 

in December and asked us when was it possible for us 

to get out in the field, so they could have the 

results by -- I forget the exact date, but March or 

April. 

the field collecting data. 

So, we were constrained on when we could be in 

Q 

A I believe it was December 2003. 

They contacted you in December of 2004? 

Heritage Reporting Corporation 
(202) 628-4888 
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Q Okay. But, the study was conducted in 2005; 

is that correct? 

A Let me check on that. I thought the data 

collection was in - -  yes, it would have been 2005; 

yes, so 2004. 

Q Okay. So, there was approximately - -  can 

you do the math for me? There was approximately, what 

is it, one year or two years between when you - -  

A No. We were contacted in 2004, December. 

We went out into the field in 2005, in January. So, 

there was only a month. 

Q Okay. So, you generated everything 

necessary for the study over the holiday period in 

December of 2004? 

A I can't remember the exact date that we were 

contacted. It may have been late November. But, yes, 

about a month it took us to develop the training 

materials and survey instruments and we worked hard 

and we have a lot of experience doing that. It's a 

tight bind, but we were - -  I think we came up with a 

good product. 

Q Okay, well, we'll examine that. But, in any 

event, the timing of the study was more driven by the 

fact that the Postal Service wanted to get the study 

done as soon as possible. Would that be a fair 

Heritage Reporting Corporation 
(202) 628-4888 
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statement? 

A They wanted the study by a particular date, 

yes, right. 

Q So, that dictated when you conducted the 

study? 

A Yes. 

Q Okay. So, in other words, you weren't 

particularly looking at, for example, telling them, 

well, we can't give it to you until May, rather than, 

did you say April or March, or what? 

A I believe they wanted preliminary results in 

April or - -  
Q Okay. 

A Somewhere there. 

Q You didn't go to them and say, well, we 

don't think we can do that, because the most 

representative time of the year to do this is March, 

itself, for example? 

A We didn't - -  we discussed the issue with 

people knowledgeable of BRM, like witness Miller, and 

said are there any seasonal issues that we should be 

concerned of and he didn't think that there was too 

much seasonality in it, at that time. But, we did not 

do an exhaustive examination of the volume f l o w s  by 

season, no. 

Heritage Reporting Corporation 
(202) 628-4888 
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Q Right. Okay, correct me if I'm wrong. If I 

understand your rebuttal testimony, you're taking 

issue with Mr. Bentley, because, among other things, 

he does not recognize the concept of seasonality? 

A No, no. I said nothing about seasonality. 

Q Okay. Well, let's - -  

A It was just a selection bias and measurement 

bias. 

Q Okay. Those are fancy terms for me. But, 

are you saying that he didn't recognize that during 

many days, several days, a material number of days, 

that even high-volume QBRM would come in, in 

relatively small volumes? 

A That was my interpretation of Mr. Bentley's 

work, yes. 

Q Okay. So, in terms of your study period, 

did you find that there were several sites or several 

instances among the 400 lines that we listed in all 

data 2, that were, in fact, relatively small volumes? 

A There existed relatively low-volume days for 

high-volume QBRM, yes. 

Q Okay. And so, that would indicate to you 

that - -  well, just, generally, you would agree that if 

QBRM - -  high-volume QBRM, high-volume BRM, or BRM come 

in, in very low quantities, that it might make sense 
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to count them by hand, rather than using some other 

method of counting it. Is that your testimony? 

A Well, from my discussions with operations 

personnel, they seemed to indicate that if - -  and 
anecdotally from the sites that we did study, they 

said that, you know, if there's a low volume, we'll 

count it by hand and just get it done that way. On 

the heavy volume days, we'll use the machines. 

Q Okay. Good. NOW, I would like to ask you a 

few questions here about what happened with all data. 

We saw some anomalies when we looked at the - -  could 

finally look last week at the all data file. Did you 

identify any problem areas there? 

A We cleaned all - -  
Q I'm sorry, I meant all data 2 .  

A We cleaned - -  investigated any anomalies 
that we found, so I don't know exactly what anomalies 

you're speaking of. 

Q Well, let me ask you about zip code - -  the 
five-digit zip code 11735. 

A I don't have that in front of me. 

MR. HALL: I'm going to ask Mr. Bentley to 

pass a copy that's on computer to the witness and 

we've coded in these particular cells that we're 

asking him about. And the point I'm getting to is 
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that it appears to us that there was duplication of 

volumes on most or perhaps all of the study days for 

that particular zip code. 

(Pause . ) 
MR. HALL: Let me explain here, because this 

is - -  
CHAIRMAN OMAS: I wish you would, please, 

because this is very unusual. 

MR. HALL: Well, yes, I apologize, but this 

is a - -  there's no way to make a paper copy of this, 
because the spreadsheet, when you take and actually 

apply the information and collate it for this, it 

turns out to be like that and it's 19,000 plus rows 

deep. So, there's no - -  and in order to have an 

understanding of it, we needed to sort it. That's why 

I was thanking the Postal Service counsel, because 

they finally provided to us something that we could 

work with. And now we're discussing some of our 

findings here. 

MS. REED: I'm sorry, I would just like to 

clarify that this file was from the original library 

reference L-34. 

MR. HALL: I think it's also the same one 

used in the new library reference. 

THE WITNESS: Yes, it should be the same. 
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MS. REED: Okay 

MS. REED: There would have been an 

opportunity to obtain the Excel file from the original 

library reference during the - -  

MR. HALL: NO. 

MS. REED: - -  discovery period. 

MR. HALL: There was no Excel file. That 

was the documentation problem. 

MS. REED: You could have asked for it in 

the same way you did with this library reference last 

week. 

MR. HALL: We had no idea what it was. At 

the time, my expert couldn't open the files. And we 

finally - -  

MS. REED: Again, that's what discovery is 

for and you could have submitted an interrogatory to 

obtain the Excel file. 

MR. HALL: Right, but I hope you realize 

that the Commission's rules require you to provide 

adequate documentation. And in this case, providing 

19,000 rows of numbers that look like that, that's not 

adequate documentation. 

MS. REED: Well, I surely would have, if you 

had asked for it during the original discovery period, 

as we did last week when you asked for it. 
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CHAIRMAN OMAS: Can I just interrupt here 

for a minute? 

M R .  HALL: Yes. 

CHAIRMAN OMAS: Let's everybody take a deep 

breath. Are you prepared to ask questions from what 

you just presented to the witness? What is - -  I guess 

I'm getting lost today with all these things that are 

being presented, not presented, and maybe I ' m  just not 

with it. But, is there a purpose to why you showed 

the witness what you had and are you prepared from 

what you showed the witness to ask questions? 

the purpose of this? 

What is 

MR. HALL: The purpose is to explore how 

adequate the database is that he's worked from and 

whether or not the witness or anyone else at, I 

believe it's Christensen and Associates - -  

CHAIRMAN OMAS: 

MR. HALL: Pardon? 

CHAIRMAN OMAS: Well, will you begin to 

Can you begin to explore? 

explore? 

MR. HALL: I was in the - -  I just did. 

CHAIRMAN OMAS: Okay. 

MR. HALL: The witness was going to give me 

an answer about duplicates for a particular zip code. 

MS. REED: Mr. Chairman, if I may, I think 
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this might be more properly suited for an 

interrogatory, so that the witness might be able to 

review the data - -  

CHAIRMAN O m :  I'm sorry, we're out of 

interrogatory time. 

MS. REED: Well, that's fine. I mean, we 

would be willing to provide a response with this 

period. 

MR. HALL: Well, I don't need a response, 

because I believe Postal Service counsel is going to 

provide now adequate documentation for these two 

library references. Do we have - -  I believe we had 

that agreement, do we not? 

MS. REED: In terms of supplementing with 

the Excel file, as you requested earlier? 

MR. HALL: Right. All the Excel files for 

the flat -- as I understand it, they're flat text 

files that are there, is that correct? 

THE WITNESS: Right. 

MR. HALL: Okay. And those were not 

provided before, just to keep the record straight. 

MS. REED: I think the documentation was 

adequate, but we'll let it go. 

MR. HALL: Thank you. 

BY MR. HALL: 
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Q Okay. As we started to discuss, you have 

duplicates, for example, on - -  and we’re talking about 

only zip code 11735, on the 24th of January 2005. 

you see that two entries that are exactly the same for 

53,408? It’s the top - -  it’s within the top three 
lines of - -  

Do 

A What was the number again? 

Q The zip code is 11735. 

A I see that. 

Q Okay. And a little further down, if you 

follow and find the next 11735, that’s also on the 

24th, two entries of 24,282. 

A I ’ m  not seeing the same numbers you are and 

I thought he already highlighted everything. 

Q Well, this is, let’s see, it‘s - -  if you 

continue down, it‘s about 10 spaces down and it’s zip 

code 11735. 

A Right. 

Q There are two entries there, same date, for 

the exact same number of pieces. 

A Yes, I got 7349 twice and 6546 twice. 

Q Okay. You‘re down there, you’re down 

further. Up between those two numbers, you can Just 

accept that subject to check. I will ask you to 

accept subject to check that there are one, two, 
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three, four, five, six -- I'm sorry - -  six, seven - -  

at least seven. Would you accept that subject to 

check? 

A I suppose subject to check. 

Q Okay. And what did you do about those? 

A Well, I should start off by saying, first, 

that sitting here, I don't know if exactly those are 

duplicate entries and how they were treated. But, I 

am not going to claim that I'm perfect and we may have 

missed something. And from the looks of this type of 

error, scrolling down here, the effect on the estimate 

would be relatively small, because we are controlling 

to the site's - -  to the OTIS data, in the first place. 

Q Right. Did you make phone calls about this 

seeming contradiction? 

A No, we did not. 

Q And this is the -- 

A This is the first time I've real 

Q - -  first time you've heard about 
it? 

A Right. 

zed - -  

it, isn't 

Q Okay. And so nobody else that was involved 

in the study brought that to your attention? 

A No, they didn' t. 

Q They didn't say, okay, what do we do; are 
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there more of these? 

A No. This is -- 

Q Okay. Let‘s see, we have coded in there, 

but I will not ask you to look, only to accept subject 

to check, that there are for manual counting of 

letters, these are reply letters, of over 1,000 

pieces, that there are -- you tell me, is it going to 

be 100 offices? What do we call these things? Are 

they offices? Are they sites? 

A Well, if you were to - -  

Q Are they processing plants? 

A - -  sum by five-digit zip code, by day, that 

would be an office day. 

Q Okay. That’s helpful. If we didn’t do it, 

we will do it. I will not take up your time. Let’s 

see, now, there are four offices that actually hand 

counted 10,000 pieces during the study period. Do you 

recall that? Although according to our analysis, 

there appear to be, again, two duplicates. 

A Can I muck around with your spreadsheet? 

Q Sure. Or you could just accept it subject 

to check and then inform the record, so that we don’t 

keep people later than they would feel comfortable or 

we. 

A I recall there being at least one site that 
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during the three days counted somewhere in the 

neighborhood of 10,000 pieces manually. 

P Okay. And in the sample, there were 56 

percent of the pieces were received in quantities of 

2,500 or more pieces, is that right, and of those 

pieces, 13 percent were hand counted? 

A I don't know that without spending some time 

with the data. 

Q Okay. Well, please accept it subject to 

check. Now, let's see, I think we did establish that 

you faulted Mr. Bentley for not recognizing that even 

high-volume QBRM comes in small quantities on certain 

days; is that right? 

A I wouldn't say - -  well, that may have been 

something that could have been interpreted from my 

wording; but, yes, it sounded like from his testimony 

that he was proposing that high-volume QBRM is counted 

manually and high volumes day in and day out and 

that's not really what we saw in the data. We saw 

that manual counting was done on low-volume days and 

other methods were used on high-volume days. 

Q Okay. So, but, then the examples that we've 

just been discussing were aberrant, abnormalities, 

where we found 10,000 being counted by hand? 

A Over three days. 
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Q Pardon me? 

A That was spread over three days. 

Q I believe that was one day. 

A I think, if you're thinking of the same site 

that I am. 

Q Well, we've got 20,000 on one day for zip 

code 10024 and it's about 15 lines down on the all 

data 2 file - -  I'm sorry, zip code 10004. Is that an 

example? 

A That is 20,000 pieces of QBRM. 

Q Well, regardless, I mean, if things come in 

high volumes, you don't hold the gates and say, oh, 

I'm sorry, we're only going to be efficient about 

counting high-volume QBRM. 

A That could be - -  

Q They're not called high-volume QBRM, so 

we're going to hand count you. 

A That could be numerous accounts. 

Q Okay. So, how would we tell that from the 

study - -  I mean, the documentation? 

A We did not ask the clerks to record the 

volumes by account, because it wasn't necessary. We 

just asked them to record how much volume by the 

different rate elements were counted on that day. So, 

we don't have information by particular account. 
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Q And is there any information in the record 

about the number of accounts that are involved? You 

know, what you're saying is, this may make absolute 

sense, if it's 50 or 100 accounts. 

A Right. 

Q It doesn't make so much sense, if it's one, 

two, three, four, 20 accounts, would you agree with 

that? 

A I wouldn't necessarily agree with that. 

That QBRM customer could be like a survey firm that 

sent out 100,000 pieces and they usually don't give 

any QBRM, but they send out this survey form and 

everything is coming back at once and the Postal 

Service hasn't set up a routine to count it on their 

BCS or any other advanced method and they've always 

accounted for that account by hand. 

a huge surge of mail and they really don't have any 

choice but to count it by hand. I don't know what 

happened at that office. 

And then they get 

Q You mean, they don't have any choice but to 

count it by hand, because they don't have a scale like 

something that was the equivalent of what you saw in 

the movie? 

A Well - -  
Q They don't have a special counting machine 
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in that facility? 

A No. It would be the case where say this 

customer has their mail done at some delivery unit 

usually and on one day, they get a huge surge of mail. 

And the plant isn't going to change their operating 

procedure to count that mail and they're going to send 

it to the delivery unit where it's normally counted by 

hand. And the delivery unit gets this big old chunk 

of mail. They may cuss and moan about having to count 

it by hand, but they haven't negotiated with the 

customer to use a different counting method. So, they 

just go ahead and plug away and - -  because the person 

that's counting that mail doesn't get to make the 

decisions - -  

Q I'm with you there. 

A - -  how it's going to be counted. 

Q Right. 

A So, if you dump 20 trays in front of him, 

he's going to do what he's done every day. And then 

the next day, the volume may have tapered off and they 

don't need to set up a routine. I don't - -  that's one 
possible scenario at that office or it could be 

multiple accounts at that office. I don't know. 

Q And how long does it take to count 20,000 

pieces by hand? 
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A I don't know. 

Q Okay. Okay, that's a fine answer. Let me 

ask you this, when you saw different counting methods, 

and I believe if we looked at this file and we will do 

so. We won't, again, detain the Commissioners. But, 

I believe that there are examples of very few pieces 

ending up on end of run. 

A Yes. 

Q Okay. And that's probably because the 

customer would receive higher volumes on other days, 

right? 

A Probably, yeah. 

Q Okay. Now, in terms of what makes sense, I 

think you agree with Mr. Bentley that offices choose 

the most cost-effective counting method based on the 

amount of high-volume QBRM they receive? 

A That's my general impression from the data. 

Q Okay. So, in other words, if they're 

getting - -  for an account, they're getting like 400- 

500 pieces a day, you might say, well, it makes 

perfect sense to hand count them; right? 

A Yeah, but I'm not the one that makes those 

decisions. You know, those types of questions would 

have been better for Chris Oronzio, who was the 

operations - -  
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Q I just want to know about your study. I 

don't want to know about - -  
A Yeah, we didn't make any determination about 

what is efficient and what is not efficient - -  
Q Okay. So, you didn't call up - -  

A - -  and my opinion on that. 

Q You didn't call up, when you saw high 

volumes being counted manually? You didn't call up 

and say, hey, do you really do this? 

A We did a few, yeah. 

Q How many out of the 19,000? 

A We contacted four or five offices and the 

general response was that, oh, yeah, that customer 

doesn't get a lot of mail and if they do get a high 

volume of mail, we'll go ahead and run it on the 

machines. But, if it's only four - -  two, three, four 

thousand pieces, a couple of trays, we'll count it 

manually. 

Q Okay. But, in other words, even with the 

offices you checked in, there was a difference. They 

wouldn't always count it manually just because they 

had done it on one day. If they were getting more 

volumes, then they would use a more efficient 

technique. 

A In some offices that we - -  I was speaking of 
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the ones that - -  you know, like two, three, four 
thousand pieces. There are also offices that said 

that they always count it manually regardless of the 

volume. 

Q Regardless of the volume? 

A Yeah. 

Q Could you tell us what offices those were? 

And I don't mean provide it now. I mean, please just 

provide it as a little homework assignment within five 

days. 

A I don't know if I could track down those 

offices. I don't know if I could. We might be able 

to. 

Q Okay. If you don't know, that's okay. 

Let's see, I think we can - -  when you're faulting Mr. 

Bentley for not recognizing that high-volume QBRM can 

be received in low volumes, you did now, I think based 

on your rebuttal testimony, indicate that you went 

back after we were finished on your direct testimony, 

went back and examined what Mr. Bentley did in R2000-1 

for Key Span? 

A Yes, I did. 

Q Okay. And did Mr. Bentley there say, oh, no 

high-volume QBRM should ever be counted manually? 

A No, he didn't. 
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Q And what percentage of high-volume QBRM did 

he, in fact - -  to be conservative, what percentage did 
he use as manually counted on a reasonable basis? 

A I believe it was 10 percent. 

Q Right, okay. So, that's pretty far from 

zero. So, he's not ignoring it entirely; right? 

A Well, he wasn't ignoring it entirely. But, 

in his sample, which I believe didn't include anything 

under 500,000 pieces, in that data, there was 

somewhere around 10 percent that was being counted 

manually. If he would have expanded that down to the 

full range of accounts that are eligible for high- 

volume QBRM, he would have seen a lot more counted 

manually just because looking in there, you could see 

that the smaller the account's volume, the greater the 

incidence of manually accounting was, just in that 

sample from, I don't know, 29 million to 500,000. So, 

if you extend it further down to the full range of 

customers that are eligible for high-volume QBRM, you 

would see that that is - -  more would show up. 
Q Okay. And, in any event, then we have Mr. 

Miller, who does a more complete survey; right? 

A That's debatable. 

Q Well, all I'm saying is - -  

A They had more offices. 
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Q I want to make sure who you're actually 

taking issue with. You seem to be taking issue with 

Mr. Bentley, but Mr. Bentley was not the person, who 

did the Miller survey, was he? 

A No. I believe that both studies, Mr. 

Bentley's and Mr. Miller's, were both subject to 

sample selection by its measurement error - -  
measurement - -  

Q Well, wait a minute. Mr. Bentley didn't 

make an independent study, did he? 

A Well, the results that he - -  or what he 
presented. 

Q Which were exactly what Mr. Miller 

presented, is that correct? 

A No. They were - -  Bentley provided his a 

year before Mr. Miller's. 

Q Now, we're moving up a case. We've moved 

from R2000-1, where Mr. Bentley defrocked, if you 

will, the R97-1 study and his analysis - -  

A Can I say something right there? 

Q No. Well, you can in just a second. I ' m  

just trying to gather us up and take us to R2001-1, 

where we have Mr. Miller expanding on the survey that 

Mr. Campbell did in R2000-1. 

A Okay, okay. 
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Q And Mr. Bentley simply used - -  he took Mr. 
Miller at face value, did he not? 

A I didn't see anything that Mr. Bentley 

provided in R2000-1 on what Mr. Miller's - -  

Q I mean in this case. 

A Oh, in this case? 

Q Right. You saw Mr. Bentley's testimony in 

this case, right? 

A Yes. 

Q And you recall the table that he had that 

used Mr. Miller's survey, right? 

A His results for the percentage manually 

counted? 

Q Right. 

A Yeah. 

Q And that's some relatively small percent, 

like three percent or something like that; right? 

A I think it was even smaller than that. 

Q It could have been three-tenths of a 

percent; I don't know. But, the record will show what 

it shows. Okay. So, I don't understand what - -  you 
understand, don't you, that you can get data, because 

you can conduct studies. Mr. Miller can get data, 

because he can call up and make surveys; right? 

A Right. 
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Q And present them. But, Mr. Bentley doesn't 

have access to studies like that. He can't call up 

and say, hey, was this really correct or, you know, 

what's going on here. He had to take Mr. Miller at 

face value, didn' t he? 

A Yeah. 

Q And until we heard from you that Mr. Miller 

made a mistake, that was a perfectly - -  what else was 

Mr. Bentley supposed to do, in your mind? 

A What case are you talking about? 

Q This case. 

A This case. 

Q Right, where Mr. Bentley observed that Mr. 

Miller had expanded on a survey that Mr. Campbell had 

done in R2000-1. Mr. Miller did that in R2001-1. And 

then, Mr. Adhirahman adopted Mr. Miller's survey, 

whole cloth, and used it, I believe, in R2005-1. 

A Right. 

Q Okay. That seems to have the stamp of 

approval from the Postal Service, doesn't it? 

A Can I give you my interpretation of the 

history? 

Q Sure, go ahead. 

A The R97 study was done when high-volume QBRM 

did not exist. 
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Q Right. 

A So, when it came to R2000, I believe witness 

Campbell used the results of all of QBFW to estimate 

the proportion of QBRM that is manually counted. And 

the Commission, and you were right to realize the 97 

study was subject to the same sources of sample 

selection by us, but in the opposite direction, as a 

measurement of high-volume QBRM. But the clock was 

ticking. They had to come up with the best available 

measurement of what the proportion of manually counted 

volume is for high-volume accounts, those that are 

likely to migrate to high-volume QBRM. So, witness 

Campbell provided Mr. Bentley with a sample, albeit 

biased sample, of customers. And then witness Bentley 

took those, made some assumptions about the counting 

methods used, and came up with his numbers. 

Again, in 2001, witness Miller needed that 

same parameter, but the Postal Service wasn't prepared 

to expend the resources to do a comprehensive 

statistical measurement of high-volume QBFW. And he 

was also ham stringed by the fact that high-volume 

QBRM didn't exist long enough for him to be able to do 

that. So, he called up 150 sites and said, okay, how 

do you count most of this stuff. 

Q Right. 
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A And they would say, well, we count most of 

it this way. But, he just looked at the highest 

volume ones and he - -  I think his sample ended at 
about 300,000 and it missed all those other pieces 

that are under 300,000 that were eligible. 

Then it comes starting 2005, when I think 

the Postal Service was doing an across-the-board rate 

case and there wasn't that big of a thrust to make 

sure that - -  to update all the cost studies with the 
available information. And that's roughly about the 

time they called us and said that we need an accurate 

measure of exactly what proportion of the stuff is 

being counted in these different ways. 

Q Okay. Let's - -  I think that's probably fair 
and I certainly agree about your characterization 

about R2005-1. I don't want to overstate the case 

here, because I do realize that that was across-the- 

board and that maybe was not the focus of the Postal 

Service, at that time. But, certainly, in R2001-1, 

Mr. Miller had the opportunity to do nothing and just 

rely on the results that the Commission approved in 

R2000 -1. 

A I think if Mr. Miller had more time and more 

resources to devote to a statistical sample of the BRM 

accounting practices, he would have. 
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Q What I'm saying is he could have simply - -  
he didn't have to do anything. He could have simply 

said, okay, well, here's what the Commission has 

approved. You've heard of the Postal Service saying 

this on occasion, if the Commission approved it, well, 

that's what we're going to use; right? And he could 

have done that. But, he sort of went the extra mile, 

didn't he? And I think you and I can both agree that 

what Mr. Miller was doing was figuring out what the 

predominant method of counting was of the sites that 

he surveyed. 

A For the very largest ones. 

Q For the sites that he surveyed, right? 

A Right. 

Q Okay. I think that brings us probably past 

today, but - -  okay. Let's go back to all data 2. 

A Okay. 

Q In terms of all data 2, do you know the 

percentage of high-volume QBRM that was manually 

counted in that study? 

A Not off the top of my head. It was - -  it's 
in the library reference, I believe, around 27 

percent. In all data 2, just raw, uninflated, un- 

weighted? 

Q Right. 
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A I don't have that number in front of me. 

Q Would you accept, subject to check, it was 

only seven percent? 

A That's believable, yeah. 

Q Okay. And then, you - -  tell me what you did 
when you found an office that had, say, a few hundred 

pieces during the survey and they were high-volume 

QBRM, all counted manually, when you went to inflate 

them, what did you do? 

A Well, our inflation process, first, we 

summed across three-digit zone and we counted all the 

pieces that were sampled within that three-digit zone. 

Then, we inflated those pieces by the ratio of the 

OTIS 2005 volume for that three-digit zone to the 

sample pieces for that three-digit zone. That was our 

first inflation factor and that was the own office 

control factor. And the - -  

Q Okay, let's stop with the own office, I 

think is where I want to go next. Yes, that's site 

matrix W466ST4? 

A I don't know exactly we went into that one. 

I think that was a preliminary file. I believe that 

was - -  I'm not exactly sure if the - -  where it stops 

and inflation factors were applied then or that was 

just inflating to the own office. 
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Q Okay. We're kind of at a loss. That's what 

you gave us and there's some explanation in there that 

there was a file, and excuse me if I leave off the 

two's or whatever. But, there's a file in there 

called site matrix, which has about 1,900 or 1,700 

lines and that is uninflated data. 

A Yep. 

Q Okay. And I believe - -  well, in any case, 

then you have site matrix W466ST4 that is described, 

at least, as inflated data. 

A I believe that that particular - -  that was 

probably a file that we shouldn't have brought into 

the record. I think that was - -  we were using that 

file to examine some of the results. The actual final 

output is the output of the Fortran programs, where 

we've done all the inflation. 

Q Well, all I will tell you is that the total 

in the file that we've been discussing, that I've been 

characterizing as inflated, was one-hundred-and-sixty- 

seven-and-a-half million pieces, which is roughly the 

high-volume QBRM universe, if you will. It's the 

volume - -  

A That file will be close, but I don't know if 

that's the final. So - -  
Q Okay. Well, in any event, the first file 
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showed there were only seven percent that were hand 

counted. 

A Right. 

Q This file, then, shows that there are 18 

percent hand counted. 

A Okay. 

Q Okay. And, finally, although we're not 

exactly sure how you got there, you ended up with 27 

percent. So, we have a progression going from what 

you actually saw, which was seven percent, to 18 

percent, to 27 percent. So, in other words, we 

morphed from seven percent of what you actually 

observed to be hand counting for high-volume QBRM, 

roughly four times that amount through the inflation 

process. 

A Do you want me to explain the inflation 

process? And that's relatively intuitive. The sample 

design, we took the 23-digit zones that were known to 

have lots and lots of BRM, not just high-volume QBRM. 

Q Right, but not high-volume QBRM? 

A Not high-volume QBRM, just the 20 largest 

facilities that had BRM. And then - -  not facility, 

three-digit zip codes. So, then, we have all those 

other three-digit zip codes that exist out there. And 

we selected 20 offices to represent the remaining 
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three-digit zip codes. So, after own office control 

factor, we weighted - -  we controlled the offices, the 
20 randomly selected offices that weren't in our 

certainty stratum, using what's known as the Hortz- 

Thomas inflation factor, which is roughly - -  we 

calculate the probability that each office is selected 

and you inflation by one over the probability of 

selection. It's a commonly used inflation method. So 

- _  

Q Can you tell me what it does with respect to 

hand counting? 

A It does the same thing that it does to hand 

counting, weight averaging all other types. It's just 

that those small offices have a higher incidence of 

hand counting. And so, you have your top ten that 

you've got - -  or your top 20 that you've sampled all 

of them. But for the remaining three-digit zip codes, 

and I don't know the number here, let's say there are 

900 other three-digit zip codes, those 20 offices in 

our second strata represent those other 900 zip codes. 

And those other 900 zip codes are in there - -  have a 

small incidence of BRM, so you inflate that way. So, 

for example, in the - -  
Q Well, let's take one office or one area, 

where I think - -  okay. What if they received really 
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low volumes, what if a particular office or three- 

digit zip, I'm not sure which is the appropriate term, 

received very low volumes of high-volume QBRM during 

the survey, but later on received much higher 

volumes - -  and I believe we do have an example here. 
Okay, yes. I guess focusing just on five three-digit 

sites in all data 2, three, we couldn't find, I guess 

when we got to inflation; one received 262 pieces; and 

one seemed to have duplicated with either 177 or 52 

pieces. Then, we find that the offices with 262 

pieces was inflated to 2.4 million pieces. Okay, so 

if we find that the 262 pieces were counted by hand, 

what part of the inflation formula took into account 

that when volumes came in, in much higher quantities, 

that something other than manual counting would be 

used? 

A Well, you're going to have incidences where 

an office has a low volume relative to its annual 

volume in the sample period, but you're going to have 

other incidences where the office in the sample period 

had a high volume relative to its annual volume. 

Q And which are examples of the latter? 

A YOU know, if you would have asked me that in 

a written interrogatory, I might be able to answer it 

to you. But, I probably could -- 
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Q We can find them in all data 2. 

A Yeah, there probably is, yes. 

Q Okay. And then how would we determine if 

this was high relative to annual or relative to 

quarterly? 

A You don't know. When you - -  we followed 

statistical protocol. 

then track these people through the rest of the 

remainder of the year. 

We did a random sample and we 

Q Right. So, you're telling me, I think, that 

there was no adjustment made to reflect the fact that 

for high-volume QBRM, where it was received in very 

low quantities or even up to 1,000 pieces a day, and 

they were counted manually during the survey period, 

there was no adjustment for the fact that the volumes 

came in much higher later on? 

A No. By the same token, the survey sites 

where high volume QBRM was counted by machines on very 

high-volume days, they weren't adjusted to account for 

the fact that they were manually sorted -- or manually 

counted on low-volume days somewhere outside the 

survey period. 

Q So, basically, you didn't make any 

adjustment for that? 

A No, we didn't need to. 
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Q Well, you didn't look at it; right? 

A Well, even if we did look at it - -  
Q You didn't find it intuitive - -  you didn't 

ask yourself the intuitive question, well, is this 

really accurate reflection of how high-volume QBRM 

pieces are counted over the entire year? 

A Well, sure, we did. I mean, we weren't 

estimating individual offices. We were estimating 

national proportions of the way that high-volume QBRM 

was counted. If we were estimating individual offices 

and how they would do it, that's one thing. But, I 

think the variation that you're talking about is going 

to be picked up in the standard errors, the fact that 

when we do the bootstrapping method, there will be 

incidences of where we go through and we select 

offices that are receiving high-volume QBRM and 

they're consistently counted in the run reports and on 

other days or other draws, you're going to select 

offices where they were manually counting it because 

of low volumes. But, I think the issue that you're 

bringing up - -  

Q So, there's no correlation between volume 

and counting methods? 

A That's not what I said. What I'm saying is 

we drew - -  
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Q It’s inherent in your approach, isn’t it, 

because you didn’t examine it? 

A Uh? 

Q You didn’t examine it. 

A No, no, no. Think of it this way, out 

there, we’re working under the assumption that out 

there, we have a whole bunch of QBRM that exists and 

it exists in separate pockets and individual offices. 

And at any point in time, some offices are going to be 

receiving a large volume of high-volume QBRM, and they 

may receive 6,000 pieces today and other days they may 

receive a trickle. When we - -  
Q Six thousand is high for an office? 

A Yeah. 

Q For high-volume QBRM? 

A Well, I’m talking about that strata that 

we’re talking about, the non-certainty strata. 

Q Are you talking about the fact that - -  all 

you talking about all BRM, not necessarily high-volume 

QBRM? 

A No, I think it applies - -  well, I think it 
applies to both, that when you randomly draw, you’re 

going to get some offices that are receiving an 

abnormally high amount of mail for that office and 

you‘re going to receive -- or sample offices that are 
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receiving an abnormally low proportion. 

Q So, am I to understand, then, that the fact 

that you could go from seven percent to 18 percent in 

the inflation process, putting aside before we get to 

27 percent, that the offices that you studied for  

high-volume QBRM were actually receiving more on 

average and using more efficient counting methods that 

you, then, in the inflation process had to increase 

the amount of manual processing, in order to get up to 

the 18 percent? 

A Well, let me give you an example of how 

things work. Suppose, in this room, we wanted to 

calculate the average weight of people in this room. 

Q I think we did that on direct. 

A Yes. And we line people up according to 

height, okay. And the way we did our sample is 

equivalent to taking the tallest 20 people and 

separating them out to weigh them and get exactly what 

the weight is, right. And then, we've got a whole 

bunch more. I don't know, maybe 100 people in here. 

Say, we sampled 10 of those. Now. because height is 

correlated with weight, that those ones that - -  the 
shorter people out there are going to be, on average, 

lighter, right. And if there's 100 here and we 

sampled - -  randomly sampled 10, each person that we 
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sample is going to have to be inflated by 10, in order 

to get the total - -  the accurate total weight of the 
entire room. 

Q All I can tell you is that if I'm sitting 

here and I'm want of your test subjects, I'm this 115 

pound guy that I am, I ' m  going to be awfully disturbed 

when you tell me I weigh 460 pounds. 

A Uh? 

Q Which is basically what your figure shows. 

The ratio of 7 to 27 is roughly one to four, right? 

A No. No. No. That's not what we're saying. 

See, there's ten people - -  

Q I'm sorry. There's no reason to be talking 

about. 

MS. REED: Would counsel allow the witness 

to finish his example? 

to do that. 

I don't think he got a chance 

THE WITNESS: You're mischaracterizing. See 

we take our tallest ten people, put them out there, 

and then we randomly sampled ten from the other 

people, okay? And we have 100 people left and we 

sampled ten of them, right? 

When you're looking at All Data 2 and 

looking at that 7 percent, you're looking at the 

weight of the ten people that we sampled. Does that 
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make sense? Rather than the weight that they're meant 

to represent. Is that clear? Or is anyone paying 

attention any more? 

BY MR. HALL: 

Q Well, I don't know how to translate that 

from number of people who weigh either too much or too 

little to something else, so let me just move on and 

try to say that what you're telling me is that if 

I look at All Data 3 ,  which we will do on brief, that 

I will find a bunch of offices that had very high 

volume QBRM volumes in there. 

A You probably won't find very high volumes. 

Q Well, okay. 

A Relatively high. 

Q That's what I need you to tell me. What is 

high volumes by your definition? 

A Well, I don't know. I mean, think of it as 

a continuum. There's very high volume out there, 

offices that receive 50, 60,000 pieces of mail, and 

there's offices that receive much less. But I think 

in terms of that non-certainty strata, the highest 

volume we got was around 6000 pieces, so I would count 

that as relatively high volume. 

Q Six thousand pieces? 

A Relative for the offices in the 
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non-certainty stratum. 

Q BRM? 

A High volume QBRM. 

Q Okay. HOW many accounts? 

A I don' t know. 

Q And there's no way for me to know that from 

All Data 2? 

A Well, you would know the office volume. 

Q I'm sorry? 

A You would know the office volume. 

Q I can get the office volume. 

A Yes. 

Q What do I compare that against? I've got an 

office volume here, just using the one that you 

duplicated of about 52,000 on one day. I guess 

I could look at all the days, right? 

A Well - -  

Q And then what would I do? 

A What do you want to do? 

Q Well, I want to kind of put this through a 

smell test, but I don't understand statistics. Now, 

you can just tell me, well, you don't understand 

enough to know that I'm right, but - -  well, maybe we 

ought to just leave it that you can tell me what you 

think of as high and what you think of as the 
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difference between high and low. What's the range? 

What's the mean? What's the average? That you would 

look for. How do you know whether you have to 

increase the percentage that's hand counted or reduce 

the percentage that's hand counted? 

A I don't think I ever said that we would have 

to increase - -  we inflated all those offices 

identically. We didn't focus and say we're going to 

inflate the volumes of high volume QBRM. It just 

happened that the strata that we had to inflate, the 

non-certainty strata, were non-certainty strata 

because they were relatively small in terms of high 

volume QBRM or in terms of all BRM, for that matter. 

So there's the ones that got inflated more. 

Q Okay. Could you tell me how you got from 

the 18 percent that we were discussing up to 27 

percent? 

A Well, we actually didn't. The 18 percent 

was kind of a debugging spreadsheet where we just did 

simple inflation, just inflating, I believe, the two 

stratum to their OTIS volume and just straight OTIS 

volume inflation and that's not proper. What you need 

to do beforehand is inflate each office based on its 

probability of selection, which is done in the Fortran 

code. 
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Q And is that site weight? 

A No, site weight gives you the OTIS volume 

and I think - -  

Q When I looked at site weight, it's got 

about - -  I'm going to say 15 entries there, maybe it's 

got more, maybe 20 or it relates to the number of 

offices or three digit zip codes that you handle, but 

the numbers, I believe, ran to under one to one or 

something. 

A That's for the bootstrapping. 

Q Which comes later? 

A Yes. 

Q That's how you get from 18 to 27? 

A No. No. We don't go from 18 to 27. We go 

from what you say is 7 to 27 and that's - -  most of 

that is coming from the file HTdraw.out and there 

we're calculating the Hortz-Thompson inflation factor. 

Q Is that a program or a flat text file or 

both? 

A It's a flat text file. 

Q That contains data? 

A Yes. 

Q It's not a program? 

A It contains data and the data that's in 

there is we ran a simulation using - -  we selected 
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these offices proportional to OTIS volume as is 

documented in LRL-34 and to get the Hortz-Thompson 

weights, you repeat that selection process, in this 

case, 100,000 times, and you look at how many times 

each office is selected. And the number of times that 

an office is selected divided by the 100,000 times 

that you ran the iteration gives you the probability 

that the office is selected and you use the inverse of 

that to inflate your sample. 

Q You mean one minus? 

A No, one over. 

Q One over? 

A Yes. 

Q Okay. Well, tell me this. Here's what 

I observed. We've already said for high volume 

QBRM - -  I say you went from 7 to 18 percent to 27 

percent. You may argue about the 18 percent, but 

that's part of the library reference, so I think I ' m  

entitled to use it anyway, otherwise you wouldn't have 

left it in there. But for regular QBRM, we find the 

sample had 26 percent that was manually counted. When 

you did the inflation that's equivalent to the 18 

percent, it ended up with 41 percent and then went up 

to 43 percent in the final. For high volume BRM, we 

started out with 63 percent that was actually sampled 
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as being hand counted. In the first inflation, it 

went up to 63 percent. 

at all. And in the last analysis it only went up to 

73 percent. And for regular old BRM, it started out 

at 89 percent, went up to 97 and then 98. 

In other words, it didn't move 

A Mm-hmm. 

Q So I'm a little confused about how high 

volume QBRM went up four times but, well, let me just 

ask this. Do you agree that it's going to be 

reasonable to hand count more QBRM, regular QBRM, than 

high volume QBRM? 

A What was the question? 

Q Well, let's back up. Do we have an 

agreement that volume should dictate counting method? 

A I don't know. I would say that volume is 

correlated with counting method. I can't say volume 

should dictate it. 

Q Your testimony is that offices choose the 

most cost effective counting methods based on the 

amount of high volume QBRM they receive. 

A Yes. 

Q So there is a correlation, right? 

A Right. Right. Yes. I agree that there's a 

correlation between volume and counting method. 

Q Okay. Then you agree that since regular 
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QBRM comes in lower quantities than high volume QBRM, 

that it should have a higher percentage that's hand 

counted. 

A Yes, and it does. 

Q And it does, but it doesn't proceed to 

quadruple. 

A See - -  

Q Please, don't go back to the ten people. 

A Okay. All that you're saying there is that 

the big offices for high volume QBRM are different 

than the smaller offices, which is exactly what you're 

saying. We put in our certainty stratum the offices 

that got really, really big volumes of QBRM. And we 

covered all of them. 

Q Big volumes of QBRM or big volumes of - -  

A Big volumes of BRM. I'm sorry. 

Q Right. Thank you. 

A Now, we've got this big tail out there and 

we know that hand counting is correlated with volume, 

right? 

Q Hand counting is correlated with - -  

A With the amount of mail received, volume. 

So if you get a lot of volume, it's more likely that 

you're going to use weight averaging or end of run 

reports or whatever. So your biggest offices are 
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f ices, 

Because the big offices are big because they right? 

have lots of volume and the smaller offices are small 

because they don't get as much volume. 

Q Are the big offices big simply because they 

have lots of volume or they have lots of volume per 

account? 

A They're because - -  the way we define it, 

they're big because we looked at their OTIS volume of 

destinating BRM mail, so we don't know how many 

accounts they have. 

Q And you didn't correlate that with accounts. 

A No. We didn't have a measure of accounts. 

Q If you had 10,000 pieces coming in to what 

you're calling a big office, right? But there are 

1000 accounts there, then there are only 10 pieces per 

account and so wouldn't it make sense, probably, to 

count those 1000 accounts manually? 

A Well, I think the decision - -  and this is 

probably more a question for Chris Oronzio, all I can 

tell you is that the volume that an office receives is 

correlated with their accounting method. So I would 

think that if an office is getting a whole bunch of 

QBRM mail from a whole bunch of different accounts, 

maybe they would say, hey, let's set up an entire 
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scheme to count this. But likewise if it's only 

coming from one account, they might not decide to set 

up a scheme. 

Q You mean if one account is receiving the 

10,000 they wouldn't set up a scheme? 

A They might. 

Q If there were 1000 they would set up 200 

bins - -  
A Yes. 

Q We're talking about an end of run report? 

A I don't get to make these decisions, you 

have to remember. 

Q Okay. We're just talking about what makes 

sense. 

A And I really shouldn't speak to what makes 

sense. All I can tell you that the accounting method 

is correlated with volume. 

Q Just to clarify, when we get volumes, 

there's no correlation with number of accounts? 

A I don't know the number of accounts in the 

study . 

Q I think I have only one other question. 

When you say at some point in here, and I'm going to 

say page 2, "In reality, many high volume QBRM 

customers . . .  I, 
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CHAIRMAN OMAS: Mr. Hall, may I interrupt? 

Could you tell me how much longer you have for this 

witness ? 

MR. HALL: Two minutes, if I get either two 

yeses or two noes, depending on which way I want to 

ask the question. 

CHAIRMAN OMAS: He just gave you your cue. 

MR. HALL: A very short period. 

BY MR. HALL: 

Q The statement in here is, “In reality, many 

high volume QBRM customers have annual volumes 

measured in the tens of thousands of pieces.“ Right? 

A Yes. 

Q What do you mean by tens of thousands of 

pieces? 

A They could be 30,000, 40,000, 50,000, 

6 0 , 0 0 0 .  

Q So, again, I want to get back to some common 

sense here, the breakeven volume on a quarterly basis 

is about 36,000 and a half? 

A Yes. 

Q Okay. So you‘re saying that there are 

people that could save money by just paying the 

regular QBRM rate of six cents, but even though 

they’re only getting 40,000 pieces a year they’ll go 

Heritage Reporting Corporation 
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ahead and pay almost $8000 than have an effective rate 

of - -  I don't know if it's - -  let's call it 10 cents, 

whatever the math turns out to be? 

A No, I'm saying that it's not beyond the 

realm of possibilities that a customer knows that 

they're going to get 40,000 pieces in this quarter, 

they sign up for high volume QBRM, pay the quarterly 

fee, and then for the rest of the year they get very 

little volume and so their annual volume is 40,000 

pieces. 

Q Okay. So they can make the decision on a 

quarterly basis and they know when they're going to be 

getting the volume, right? 

A Yes. 

Q Then they should choose, if they're logical, 

they should choose not to pay the fee during the other 

nine months, right? 

A Right. 

Q Okay. But you're saying that that's not how 

people react? 

A No. I'm saying that's the way they behave. 

MR. HALL: That's all I have. That's it. 

Thank you very much. 

CHAIRMAN OMAS: Thank you, Mr. Hall. 

Is there anyone else who wishes to 
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cross-examine Witness Loetscher? 

(No response. ) 

CHAIRMAN OMAS: I don't think there are any 

questions from the bench. 

Ms. Reed, would you like some time with your 

witness? 

MS. REED: Five minutes, please, Mr. 

Chairman. 

CHAIRMAN OMAS: Perfect. Thank you. 

(A brief recess was taken.) 

BY MR. HALL: 

Q Does Mr. Bentley use your data Set? 

A For what? 

Q In his analysis. 

A I didn't look much beyond the costing 

methods or I didn't look particularly at the BRM 

costing, so I can't answer that for certain. 

Q So you don't know if he used your 

percentages? 

A I believe he used some of my percentages, 

but not the high volume QBRM. 

Q So in his table, this would be at 27 

percent. Is that your testimony? 

A What table? 

Q Well, you're talking about a data set that 
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he could have used, and I think the answer was, well, 

he could have used mine, and so my question is didn't 

he use yours? 

A I don't believe that he used mine for the 

proportion of high volume QBRM that's manually 

counted. 

MR. HALL: Okay. Well, I guess we'll see 

the record. Thank you. 

No further questions. 

CHAIRMAN OMAS: Thank you, Mr. Hall. 

Mr. Loetscher, that completes your 

appearance here today. We thank you for your 

testimony and your contribution to our record and you 

are now excused. 

THE WITNESS: Thank you. 

(The witness was excused.) 

CHAIRMAN OMAS: Mr. Tidwell, would you 

please identify our next witness and he is already 

under oath in this proceeding. 

MR. TIDWELL: Michael Tidwell for the Postal 

Service. The Postal Service calls as its next witness 

Altaf Taufique. 

Whereupon, 

ALTAF H. TAUFIQUE 

having been previously duly sworn, was 
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recalled as a witness herein and was examined and 

testified further as follows: 

DIRECT TESTIMONY 

BY MR. TIDWELL: 

Q Mr. Taufique, on the table before you are 

two copies of a document entitled “Rebuttal Testimony 

of Altaf H. Taufique on Behalf of the United States 

Postal Service.” It’s been designated as USPS-RT-18 

for purposes of this proceeding. It is also indicated 

it is the final version and it incorporates errata 

that were filed December 5, 2006. 

Was that document prepared by you or under 

your supervision? 

A Yes, it was 

Q If you were to provide the content of that 

document as your oral testimony, would it be the same 

as amended yesterday? 

A Yes. 

MR. TIDWELL: Mr. Chairman, the Postal 

Service would then move into evidence the rebuttal 

testimony of Mr. Taufique. 

CHAIRMAN OMAS: Do I hear any objection or 

is there an objection? 

(No response. 1 

CHAIRMAN OMAS: Hearing none, I will direct 
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counsel to provide the reporter with two copies of the 

corrected testimony Dr. Taufique. That testimony is 

received into evidence and is to be transcribed into 

the record. 

(The document referred to was 

marked for identification as 

Exhibit No. USPS-RT-18 and 

was received in evidence.) 
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1 AUTOBIOGRAPHICAL SKETCH 
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My name is Altaf H. Taufique. I serve as an Economist in the office of 

Pricing, which is a component of Pricing and Classification Department, within 

the Marketing group at the United States Postal Service headquarters. I testified 

earlier in this docket, presenting the First-class Mail rate design proposals of the 

United States Postal Service (USPS-T-32). I incorporate by reference the 

autobiographical sketch reflected at page(s) ii-iii of that testimony. 
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1 I. Purpose And Scope Of Testimony 
2 
3 Several intervenor witnesses in this docket, particularly American 

4 Postal Workers Union witness Kathryn Kobe (APWU-T-1) and Office of the 

5 

6 

7 

8 

9 

Consumer Advocate witness Pamela Thompson (OCA-T-4), present alternative 

First-class Mail rate designs that differ from the rate design that I proposed on 

behalf of the Postal Service in my direct testimony, USPS-T-32. In rebuttal, I 

explain why their alternative rate designs should not be recommended by the 

Postal Rate Commission to the Governors of the United States Postal Service. 

10 II. 
11 Design Proposal 
12 
13 

A Variety Of Reasons Caution Against Adoption Of The APWU Rate 

APWU witness Kathryn Kobe (APWU-T-1) disagrees with my First-class 

14 Mail rate design methodology and expresses concerns regarding changing the 0 
15 policies of the Postal Service and the Commission. She also expresses concern 

16 

17 

18 

about changing the rate relationships between single-piece and presorted First- 

Class Mail letters, and creating a template for further change. APWU-T-1 at 4. 

Witness Kobe criticizes the Postal Service for not using bulk metered mail 

19 

20 

21 

22 

(BMM) as a rate design benchmark and for not providing the data to compare 

presorted mail to these benchmark pieces. APWU-T-1 at 4-7. She proceeds to 

develop her own benchmark and her own set of initial rates for presort letters. 

Preliminarily, based on 100 percent passthroughs, her approach would yield 

23 percentage rate increases in the range of 15.5 to 18.4 percent for letters in the 

13342 
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Category 
Single-Piece 
Mixed AADC 
AADC 

0 

0 
Avoidance 

$0.41 
$0.351 $0.059 $0.042 140.48% 
$0.340 $0.070 $0.054 129.41% 
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various workshare rate categories.’ Finding these results untenable, she 

abandons idealism in favor of pragmatism and makes adjustments that result in 

her presenting a different set of rates for the Commission’s consideration. In the 

following subsections, I discuss some of the implications of her rate design, from 

both a practical and a theoretical standpoint. 

A. Witness Kobe’s Passthroughs Are Inexplicable 

The effective passthroughs using witness Kobe’s rates and avoided 

costs are shown below in Table 1, and are based upon the cost summaries 

provided in APWU-LR-1 (page 1) and APWU-LR-3 (page 1) and rates provided 

in APWU-T-1, page 9. 

TABLE 1 
RATES. DISCOUNTS. COST AVOIDANCES, AND PASSTHROUGHS 

Witness Kobe’s passthroughs are slightly lower using PRC-version costs, 

but still are well above 100 percent, ranging from 119 percent for 5-Digit 

Automation letters to 133 percent for Mixed AADC letters. These passthroughs 

suggest that witness Kobe’s initial thinking for presort automation letters may 

have reflected the Bulk Metered Mail benchmark. But, by virtue of passthroughs 

‘ The only exception would be for Nonautomation presort letters which would 
only be subjected to a 2.7 percent increase. 
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that are over 100 percent at each presort level, she breaks away from rigid 

adherence to BMM. She articulates no reason for the choice of passthroughs at 

each rate level. Under her proposal, rate increases for the finest presort levels of 

3-Digit and 5-Digit Automation Letters would be 9.1 and 9.6 percent, respectively. 

She subjects these rate categories to the largest increases, with the lowest 

passthroughs. At the same time, rate categories such as Mixed AADC and 

AADC are recipients of the highest passthroughs, with lower percentage rate 

increases. This element of selectivity in witness Kobe's passthroughs is 

especially troublesome in light of the fact that similar concern is not expressed for 

the mailers of Carrier Route presort letters. Under her proposal, these pieces 

would face a 10.7 percent rate increase, since the 5-Digit Automation rate would 

apply. 

B. CRA Costs Do Not Justify The Increases For Presort Mail 
Proposed By Witness Kobe 

Table 2, below, presents Cost 8 Revenue Analysis (CRA) unit revenues 

and costs for the last nine fiscal years. 

3 
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1 TABLE 2 
UNIT REVENUES AND COSTS, FCM LETTERS SUBCLASS 

I I I 
I I I I I SINGLE-PIECE PRESORT 

Note: Unit Contribution estimates may not equal the difference 
between Average Revenue and Vol. Var. Cost due to rounding. 

Within the First-class Mail Letters and Sealed Parcel subclass, compound 

8 

9 

IO 

11 

12 

13 

14 

15 mail. 

annual unit-revenue growth from FYI997 to FY2005 was 1.7 percent for single- 

piece and 1.6 percent for presort. Over the same time period, unit costs 

increased by 2.4 percent annually for single-piece, but only by 0.4 percent 

annually for presort. It seems unfair that Ms. Kobe reserves the highest rate 

increases within the First-class Mail Letters and Sealed Parcels subclass for the 

finest presort mail that has one of the lowest increases in costs over the last nine 

years and provides the highest implicit cost coverage compared to any class of 

16 
17 Counter-Productive 
18 
19 

20 

21 

C. The Volume Impact Of Witness Kobe’s Proposal Would Be 

Another shortcoming of APWU witness Kobe’s proposal is that it promotes 

results that would run counter to the Postal Service’s long-term automation goals. 

Her price signals, if embraced by the Commission, would encourage a reduction 

4 
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in automation-compatible mail and a 35 percent increase in Nonautomation 

presort mail volume. 

D. Witness Kobe’s BMM Benchmark Does Not Necessarily Reflect the 
Average Piece Converting to Presort 

APWU witness Kobe (APWU-T-1) proposes continued use of the bulk 

metered mail (BMM) benchmark for purposes of estimating avoided costs and 

establishing rates for Presorted First-class Mail letters. In support of her 

proposal for continued use of the BMM benchmark, and in opposition to the 

Postal Service’s Docket No. R2006-1 rate design, she makes several 

statements which the Postal Service does not necessarily dispute. For example, I 

do not dispute her assertion that, under the Postal Service’s proposal for “de- 

linking” First-class Mail presort letter rates from those for single-piece letters, 

“clean” (lower-cost, generally) letters approximating the BMM benchmark will 

tend to make a higher contribution to institutional costs if they are single-piece 

rather than presorted. See, APWU-T-1 at 7, lines 2-6. 

Quite simply, the use of a benchmark will not prevent two mail pieces that 

are in all respects the same (other than that one is presorted and the other is not) 

from making different contributions to the Postal Service’s institutional costs. In 

fact, given the heterogeneous nature of both presorted and non-presorted mail, 

such differential contributions will be fairly commonplace. In some cases the 

presorted mail piece will contribute more than the single piece, in other cases it 

will contribute less. This is not to say that the concept of benchmarking is flawed; 
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it is only to say that a benchmark, particularly with respect to single-piece First- 

Class Mail, cannot be developed with the precision that Ms. Kobe implies. 

The shortcomings of witness Kobe’s position can also be understood in 

the context of mail piece heterogeneity as discussed by Pitney Bowes witness 

Panzar (PB-T-1 at 28 to 39), as well as in his paper, Clean Mail and Dirty Mail: 

Efficient Worksharing Discounts with Mail 

footnote 24. In fact, there is every reason to believe that many mail pieces that 

are at the margin of presorting (or reverting from presorting) are distinct in some 

way from the BMM benchmark. Pitney Bowes witness Panzar (PB-T-I), drawing 

at least in part on the above-referenced scholarly paper, says that the BMM 

benchmark is not representative of the average piece “just at the margin of being 

profitable for mailers to workshare.” PB-T-1 at 36. He adds that rather, it “is 

likely to lead to discounts too low to result in an efficient allocation of mail 

processing activity.” PB-T-1 at 37. (Emphasis added.) As he reiterated during 

cross-examination: 

See PB-T-1, at 36, 

I think the previous benchmark was bulk metered mail. It’s clear 
that’s not at the margin. That’s way inside the margin .... That makes it too 
clean a benchmark to use. 

Tr. 26/9307. 

In the Postal Service’s view, the BMM benchmark is certainly 

representative of one type of mail that is a candidate for migration from single- 

piece to presort (or the reverse). But there are other types of single-piece mail 

that potentially could convert to presort - including pieces lacking the uniform 

* Presented at the 14th Conference on Postal Delivery Economics in Bern, 
Switzerland, May 31 -June 3,2006. 
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characteristics of BMM. Theoretically, and in practice, many of these other types 

of candidate mail, when presorted, are likely to produce greater savings for the 

Postal Service than presorted BMM. 

E. Practical Impediments 

As explained above, theoretically a single BMM benchmark, or any 

benchmark will not be reflective of all of the variety of mail pieces that can 

convert to (or revert from) presort. In this regard, witness Panzar was more 

forceful in describing the uncertainty, and practical uncertainty and present 

intractability, of the situation: 

At the margin of being workshared was a theoretical concept that came 
out of my theoretical analysis in the paper that's been cited in my 
testimony. I have thought long and hard about how to make that a 
practical quantifiable measure without coming to what I think is any 
particularly implementable or helpful solution, but this is still an area of 
research in progress. 

Tr. 26/9306. Witness Panzar further responded to Chairman Omas: 

Q: Given the data that could reasonably be made available to the 
Commission could you explain how to identify and measure the 
cost of the efficient benchmark mail as you've defined it? 

Well, I think the short answer is no for the reasons that I was just 
talking about. We need a way of usefully identifying which type of 
mail is at the margin of worksharing and that's easy to do in a 
mathematical model, but not in practice although I hope that as I 

talk to people more involved with the details of the costing system 
that a shorthand approximate way for doing that will emerge, but I 
can't give you one at the moment. 

A: 

Tr. 2619308-09. 

The Postal Service also believes that, even if a "true" benchmark could, in 

a theoretical sense, be agreed to by a wide range of parties, practical 

measurement problems could intrude. Mail that is at the margin of worksharing 
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is by definition not yet workshared, so how to measure cost savings if this mail 

were to become workshared is a conundrum. In consideration of these 

theoretical and practical obstacles, as well as of the long history of dissension on 

the matter, the First Class Mail benchmark problem can well be considered 

intractable. 

F. De-linking Offers A Practical Solution For Setting First-class 
Mail Workshare Discounts 

In the face of First-class Mail heterogeneity, the increasing maturation of 

the market for workshare conversion of “clean” (lower cost generally) mail pieces 

most often sent by large mailers, increasing relative diversity in the population of 

mail that is converting or is on the margin of converting, and the longstanding 

difficulty in agreeing upon a benchmark conversion piece, the Postal Service’s 

de-linking proposal for First-class Mail, relying on data from the CRA, offers a 

viable and practical alternative to continued reliance on the bulk metered 

benchmark. In addition to reflecting the market trend, the Postal Service’s 

approach will have a number of benefits. It is a methodology that is reproducible 

from one rate case to the next,3 easily verifiable, and transparent. It has the 

advantage of relying on a robust and well-established data source, the Cost and 

Revenue Analysis (CRA). Finally, it has the potential to reduce much of the 

dissension that has characterized worksharing discussions in the past. 

While the Postal Service is proposing to de-link the mechanics of single- 

piece and presort First-class Mail rate design, we have the goal of equal unit 

This does not mean that there must be rigid adherence to the same formula. 
As with all postal ratemaking, to the extent that other factors are present (such as 
a significant change in the mail mix), those factors can be recognized and the 
effects tempered. 
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contributions to institutional costs from single-piece and presort (all else equal). 

In this respect, a strong link is maintained between single-piece and presort rates 

and costs. This underscores the Postal Service’s continued treatment of single- 

piece and presort as separate categories within a subclass, not as separate 

subclasses. 

111.  The OCA Additional-Ounce Rate Design Should Not Be Recommended 

Office of Consumer Advocate witness Thompson (OCA-T-4) proposes to 

change the long-standing ounce increment First-class Mail additional-ounce rate 

structure and asks the Commission to recommend Four-Ounce Shape-Based 

Incremental Rates. OCA-T-4 at 5-7. I urge the Commission not to recommend 

the structure proposed by witness Thompson for two reasons. 

First, as demonstrated in Table 3 below, the percent rate increases 

resulting from her proposal for single-piece mail within the Letters and Sealed 

Parcels subclass range would range from negative 62.2 percent to plus 223 

percent, a huge range around the average increase for First-class Mail. The 

Postal Service was sensitive to extraordinary rate impacts in developing its 

proposal to redesign the First-class Mail rate structure on the basis of shape. 

Incorporation of the rate design changes proposed by witness Thompson would 

only subject many mailers to ever higher percentage increases than those 

proposed by the Postal Service. 

Second, the range of rate reductions and increases resulting from the 

rates proposed by witness Thompson is bound to lead to significant changes in 

9 
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mail mix, the financial and operational consequences which should be examined 

before such a radical redesign is seriously considered. 
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CHAIRMAN OMAS: This again brings us to oral 

cross-examination. Two parties have requested oral 

cross. 

Mr. Anderson, would you like to begin, 

please? 

MR. ANDERSON: Thank you very much, 

Mr. Anderson? 

CROSS-EXAMINATION 

BY MR. ANDERSON: 

Q Is it Mr. Taufique or Dr. Taufique? Do you 

prefer to be called Dr. Taufique? 

A I do not have my Ph.D, so Mr. Taufique will 

be fine. 

Q Mr. Taufique. I thought I heard the 

chairman call you Doctor, so I didn‘t want to insult 

you. 

CHAIRMAN OMAS: As soon as I said it, I knew 

I would make a mistake. I couldn’t pronounce his 

first name, if you want the truth, and I just put 

Doctor in front of it. 

MR. ANDERSON: Well, I’m going to call 

Kathryn Kobe Doctor from now on, I can tell you that. 

I’d already resolved to do that anyway. 

BY MR. ANDERSON: 

Q Mr. Taufique. you have attacked Ms. Kobe by 
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saying that she has abandoned idealism and that she's 

being unfair and I am here to give you an opportunity 

to recant before I am compelled to excoriate you. So 

I would suggest if you would attend to page 2 of your 

testimony, sir? 

A Sure. 

Q In lines 1 and 2, you say, "She abandons 

idealism," abandons idealism, "in favor of 

pragmatism," and I would offer you this opportunity to 

recant. I suggest to recasting that and saying that 

Ms. Kobe's testimony seeks in a principled way to 

bring pre-sort discounts into line with costs avoided. 

Isn't that better than "abandoning idealism"? 

A What can I say? 

MR. TIDWELL: Well, I could counter with a 

summary of what the section heading will read in the 

Postal Service's brief. 

BY MR. ANDERSON: 

Q If you can't answer that question, that's 

okay, we can move on. Now, I would suggest to you, 

sir, that there are two ideals to which Ms. Kobe has 

adhered and I'll deal with them one at a time. The 

first has to do with pre-sort discounts approaching 

costs avoided. Now, on page 4 of your testimony, sir, 

you have a table and you criticize Ms. Kobe's 
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testimony by making reference to that table. One way 

you criticize it is that the pass-throughs, you're 

saying that she's giving the highest rates - -  

A What page are we on? 

Q Excuse me? 

A What page are we on? 

Q I'm sorry, page 4 .  

A Okay. Now, I guess before we talk about the 

pass-throughs, let me just ask you if you would agree 

with me, I'm sure you will, that the fact that that 

table is showing a relatively slow cost increase for 

pre-sort mail is in part the result of a mix effect, a 

mix change effect, because you start out in 1997 with 

a relatively high percentage of non-auto pre-sort as 

compared to five-digit pre-sort and then by 2005 you 

have a very small percentage, about 3 percent of 

non-auto pre-sort and five-digit pre-sorts up to 35 

percent, so that while you're reporting here a 

relatively slow rise in costs for pre-sort mail, your 

table reflects a mix effect that biases that rate of 

growth. Isn't that fair? 

A All that I was saying is that in the context 

of this docket, looking at the overall increase for 

all the classes of mail, looking at the average 

increase of first class mail, it will be unfair to 

Heritage Reporting Corporation 
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reserve the highest percent increases to the finest 

pre-sort level of the mail that has the lowest cost 

increases of all classes of mail. The number of 

reasons - -  

Q Sir, I'm sorry, we've all read your 

testimony. The chairman is going to blame you, not 

me. My question can be answered yes or no. Is there 

a mix effect? The fact that this table shows pre-sort 

mail costs rising relatively slowly is in part due to 

a changing mix of mail from non-auto pre-sort to 

five-digit pre-sort? 

A This could be one of the reasons. 

Q The answer is yes. Is that correct? 

A This could be one of the reasons. There are 

other reasons. 

Q Well, of course, there are other reasons, 

but that table reflects that changing mix effect, yes? 

Correct? 

A That is always there in all classes of mail. 

Q That's a yes? Sir, I'm trying to protect 

you. It's late, okay? The answer is yes. Not from 

me, but from him. 

All right. Now, the other thing is that 

table - -  you criticized Ms. Kobe as being unfair and 

you say here is this pre-sort mail for which the cost 
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is increasing relatively slowly and you've accused her 

of abandoning idealism by giving higher than 100 

percent pass-throughs, but the table, as I look at 

these numbers on the left side of this table, I think 

that the five-digit pass-through in 1997 was around 

114 percent and it actually increased from 1997 until 

R2001-1. The pass-through for five-digit pre-sort in 

the rates increased from around 114 percent to 121 

percent. Are you familiar with those numbers? 

A I don't have those numbers in front of me at 

this point. 

Q Okay. Assuming subject to checking it later 

and for the sake of argument that the pass-through 

percentage for five-digit pre-sort increased from 1997 

until 2001. 

A My question was different from what you 

are - -  

Q Sir, you don't get to ask me questions. 

A But what I'm saying is that if the - -  

Q I'm sorry. I ' m  trying very hard not to be 

rude to you, but if you don't understand my question, 

you say, "I cannot answer that question" or "Could you 

please clarify it." You don't get to ask me 

questions. So I'm asking you a question. Do you know 

whether or not the pass-through for five-digit 

Heritage Reporting Corporation 
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pre-sort increased from around 114 percent in 1997 to 

approximately 121 percent in R2001-l? Yes or no, Sir. 

A I do not have those numbers in front of me, 

so I cannot answer your question. 

Q Okay. Does that sound correct to you, based 

upon what you do know, by order of magnitude? 

A I'm not sure. 

Q Okay. And so although Ms. Kobe does not 

actually make in her recommended rates the 

pass-through equal to 100 percent, in fact, it's 

substantially higher than that, she does in fact 

reduce the pass-through for five-digit pre-sort. 

would agree with that and that's one of your 

criticisms, I think, of her? 

You 

A My criticism - -  

Q Yes or no, sir. Is that one of your 

criticisms of Ms. Kobe, that she - -  

A My criticism of Ms. Kobe is that - -  
Q Sir, this is not direct examination. This 

is cross-examination. 

CHAIRMAN OMAS: Let's don't be combative. 

MR. ANDERSON: I ' m  trying to keep it brief, 

Mr. Chairman. 

CHAIRMAN OMAS: Don't worry about keeping it 

brief. 
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MR. ANDERSON: Well, then he can repeat his 

direct testimony, it's okay. 

BY M R .  ANDERSON: 

Q Do you understand my question? 

A My criticism of Ms. Kobe's choice of 

pass-throughs was the selective choice of 

pass-throughs for different levels and the way the 

pass-throughs were chosen, it gave the highest 

increases - -  in fact, if you look at her testimony 

where she shows us how the U.S.P.S. discounts are off 

from the real costs that she has calculated, the 

pass-throughs would be different so it is a selective 

choice of pass-throughs for different levels of 

pre-sort, which is what I am criticizing over here. 

Q I think a case in point may be at the bottom 

of page 4, the top of page 5, where, as you put it, 

"Her price signals if embraced by the commission would 

encourage a reduction in automation compatible mail 

and a 35 percent increase in non-automation pre-sort 

mail volume." Isn't that an example of what you're 

talking about here? 

A The example of what I ' m  talking about is the 

choice of pass-throughs leads to the highest increases 

for the finest pre-sort level. There is no other 

reason - -  if somebody wants to fix and bring costs in 
Heritage Reporting Corporation 
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line with the discounts, they would have chosen 

different pass-throughs. This was a selective choice 

of pass-throughs which leads to a result that appears 

to be unfair in the context of this particular case. 

Q You're saying it's unfair to five-digit 

pre-sorters? Isn't that what you're saying? 

A It is unfair to a class of mail that has the 

lowest increases when we're looking at the overall 

increase of 7 to 7.5 percent for first class, to give 

9.5 increase to the finest pre-sort level, especially 

taking into account the fact that there are carried 

out letters that are moving from carried out to 

five-digit and they would get about 11 percent 

increase. 

Q We understand each other. Now, with regard 

to your criticism that her recommended rates would 

encourage a reduction in automation compatible mail 

and a 35 percent increase in non-automation pre-sort 

mail, that 35 percent increase in non-automation 

pre-sort mail is pretty small potatoes, isn't it? 

A Basically, I calculated the percent changes 

from her spreadsheet. 

Q But you chose to state that that's a 35 

percent increase. 

A I found the number to be - -  
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Q Excuse me. Does that sound about right to 

you, the 35 percent increase in non-automation 

pre-sort is about 330,000 pieces per year? 

A Yes, but it's - -  basically, it's moving in 

the wrong direction. 

Q I know, 35 percent sounds high, 330,000 

pieces doesn't sound very high to me. 

A No, but it's moving in the wrong direction, 

is the point over here. 

MR. ANDERSON: Understood. Now, with regard 

to fairness, I'd like to distribute some documents 

which I will - -  these are based upon data from 

official Postal Service sources and I will not move 

these as exhibits, but I will ask that they be 

transcribed into the record as the basis for this 

cross-examination. We do need to look at them. 

THE WITNESS: Thank you. 

CHAIRMAN OMAS: Mr. Anderson, without 

objection I will direct that they be transcribed into 

the record. 

MR. ANDERSON: Thank you very much, 

Mr. Chairman. 

/ /  

/ /  

/ /  
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(The documents referred to 

were marked for 

identification as Exhibit 

N o s .  APWU-RT-X-1 and 

APWU-RT-X-5 and received into 

evidence.) 
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CPI-U. First Class Mer Rates (in cents) and La&est FC Disuxlnt (in cents) 
Rebased to 76.100 
First-class Largest 

Postal PI CPI-U First-class Letters Largest DisMunt CPCU Letters Discount 
58.21 12.25 12.00 100.00 
59.65 
63.85 
70.44 
60.01 

95.44 
96.79 

102.65 
106.64 
109.26 
112.38 
117.02 
122.58 
128.70 
135.19 
139.27 
143.49 
147.26 
151.39 
155.63 
159.78 
162.38 
165.50 
170.76 
176.26 
176.90 
183.10 
167.35 
193.51 
200.63 

88.88 

~~ 

13.00 
13.67 
15.00 
15.00 
16.63 
19.83 
20.00 
20.00 
21.25 
22.00 
22.00 
23.50 
25.00 
25.00 
27.67 
29.00 
29.00 
29.00 
31.25 
32.00 
32.00 
32.00 
32.75 
33.00 
33.75 
34.75 
37.00 
37.00 
37.00 
36.50 

12.00 
12.33 
13.00 
13.00 
14.06 
16.83 
17.00 
16.50 
17.13 
17.50 
17.50 
18.75 
20.00 
20.00 
22.20 
23.30 
23.30 
23.30 
25.16 
25.30 
23.60 
23.60 
24.16 
24.30 
25.10 
26.08 
27.80 
27.60 
27.80 
26.93 

106.12 
113.60 
125.32 
142.34 
158.13 
169.80 
175.76 
182.98 
189.73 
194.38 
199.94 
208.18 
218.09 
228.97 
240.52 
247.77 
255.29 
261.99 
269.34 
276.87 
284.26 
288.90 
294.44 
303.80 
313.58 
318.26 
325.75 
333.31 
344.27 
356.95 

1976 
1977 
1978 
1979 
1980 
1961 
1982 
1963 
1964 
1965 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2ooo 
2001 
2002 
2003 
2004 
2005 
2006 

100.00 100.00 
106.12 100.00 
111.56 102.76 
122.45 106.33 
12245 108.33 
135.71 117.36 
161.90 140.28 
163.27 141.67 
163.27 137.50 
173.47 142.71 
179.59 145.83 
179.59 145.63 
191.84 156.25 
204.06 166.67 

225.85 165.00 
236.73 194.17 
236.73 194.17 
236.73 194.17 
255.10 209.79 
261.22 210.63 
261.22 198.33 
261.22 198.33 
267.35 201.46 
289.39 202.50 
275.51 209.17 
263.67 217.29 
302.04 231.67 
302.04 231.67 
302.04 231.67 
314.29 241.04 

204.08 166.67 

Largest discount is basic presort from 1976 thmugh 1983, t ip + 4 from 1984 through 1988 and 
5-dgil presorV5diil auto presort thereafter 
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H.R.22 

Postal Accountability and Enhancement Act (Engrossed as Agreed to or Passed 
by House) 

SEC. 206. WORKSHARE DISCOUNTS. 

(a) IN GENERAL- Title 39, United States Code, is amended by adding after section 
3686 (as added by section 406) the following: 

'Sec. 3687. Workshare discounts 

0 

0 
I 

' (a) I N  GENERAL- As part of the regulations established under section 3622(a), the 
Postal Regulatory Commission shall establish rules for workshare discounts that 
ensure that such discounts do not exceed the cost that the Postal Service avoids as 
the result of workshare activity, unless-- 

' (1) the discount is-- 

' (A) associated with a new postal service, a change to an existing postal 
service, or a new workshare initiative related to an existing postal 
service; and 

' (8) necessary to induce mailer behavior that furthers the economically 
efficient operation of the Postal Service and the portion of the discount 
in excess of the cost that the Postal Service avoids as a result of the 
workshare activity will be phased out over a limited period of time; 

' (2) a reduction in the discount would- 

' (A) lead to a loss of volume in the affected category or subclass of mail 
~ 

and reduce the aggregate contribution to the institutional costs of the 1 
Postal Service from the category or subclass subject to the discount 
below what it otherwise would have been if the discount had not been 
reduced to costs avoided; 

. (8) result in a further increase in the rates paid by mailers not able to 
take advantage of the discount; or 

' (C) impede the efficient operation of the Postal Service; 

' (3) the amount of the discount above costs avoided-- 
! 

(A) is necessary to mitigate rate shock; and ! 

' ( 6 )  will be phased out over time; or 

http://thomas.loc.gov/cgi-bin/query/F?c109:3:./temp/-cl09DCM(Z:e5 1571 : 12/6/2006 
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' (4) the discount is provided in connection with subclasses of mail consisting 
exclusively of mail matter of educational, cultural, scientific, or informational 
value. 

* (b) REPORT- Whenever the Postal Service establishes or maintains a workshare 
discount, the Postal Service shall, a t  the time it publishes the workshare discount 
rate, submit to the Postal Regulatory Commission a detailed report that-- 

0 

* (1) explains the Postal Service's reasons for establishing or maintaining the 
rate; 

' (2) sets forth the data, economic analyses, and other information relied on 
by the Postal Service to justify the rate; and 

'(3) certifies that the discount will not adversely affect rates or services 
provided to users of postal services who do not take advantage of the 
discount rate. 

' (c) DEFINITION- For purposes of this section, the term ' workshare discount' 
refers to rate discounts provided to mailers for the presorting, prebarcoding, 
handling, or transportation of mail, as further defined by the Postal Regulatory 
Commission under section 3622(a).'. 

(b) CLERICAL AMENDMENT- The analysis for chapter 36 of title 39, United States 
Code (as amended by section 207) is amended by adding after the item relating to 
section 3686 the following: 

* 3687. Workshare discounts.'. 
0 

, . . . . . . .  ~ . .  . . .  . . . . . .  .......... . .  . . . . . . . . . . . . . . . . . . .  . . . . . .  .... ~ 
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BY MR. ANDERSON: 

Q Now, Mr. Taufique, I brought these today 

because of your accusation that Ms. Kobe was being 

unfair to five-digit pre-sort mailers. You'll agree 

with me, I think, that the five-digit pre-sort mailers 

are receiving the largest discount. Is that a fair 

statement? Yes? 

A Yes. 

Q Okay. Now, if you'll look at this graph 

that shows the real first class stamp rates and 

largest first class discount rate - -  

A 

Q This would be the one with two lines on it. 

Which graph are you referring to? 

Again, this is based upon the data from Postal Service 

files that's headed CPIU First Class Letter Rates in 

Cents and Largest First Class Discount in Cents. 

That's not a Postal Service file, pardon me, but it's 

a combination of BLS and Postal Service data. The 

CPIU is BLS and the postal rates are from the Postal 

Service and the rate commission. 

S o  you'll see, sir, that beginning in 1976 

when pre-sorting began, the first class stamp, this is 

single piece first class stamp charted against the 

CPIU has somewhat declined overall through 2006. 

Do you see that line? 
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A Yes. 

Q And for the largest first class discount 

rate, however, the rate of decline has been 

substantially larger and the gap between the first 

class stamp and the deepest discount has been steadily 

growing through 2006, so I would ask you, sir, whether 

that would affect your judgment about fairness in the 

rate structure here. 

A In fact, our proposal reflects - -  the 

proposal that we have made reflects the kind of cost 

increases for both first class and single piece and 

cost increases for pre-sort mail and I think what we 

have proposed is a fair and equitable rate structure 

given the fact of all of the considerations in this 

particular case. I think what we have proposed is a 

fair and equitable rate structure and I think when 

I saw Ms. Kobe's rate structure, the first pass at 

least when she did her own version of BMM and did some 

pass-throughs, there were significantly higher percent 

increases and going against what APWTJ had proposed in 

the previous case of having pass-throughs of less than 

100 percent, she actually proposed over 100 percent 

pass-throughs and came up with something that is a 

little bit more defensible, but we still think that 

the proposal that we have in this particular docket 

Heritage Reporting Corporation 
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takes into account all the factors and is a fair and 

equitable rate structure. 

Q Ms. Kobe has not testified for the A P W  

before this case. Are you referring to former chief 

financial officer Mike Reilly who advocated an 80 

percent pass-through? 

A Right. 

Q But as for the APWU's position in this case 

as opposed to that case, a famous Supreme Court 

justice, I think it was - -  I've forgotten which one 

now, but he said as for past decisions that wisdom too 

often comes not at all, so it shouldn't be rejected 

just because it comes late. 

A I'm not rejecting it. In fact, I'm 

welcoming it. 

MR. ANDERSON: In any event, so those are 

some measures of fairness. I told you that there 

would be two types and I'd like to suggest another one 

to you. 

Mr. Chairman, this document is a copy of the 

language from the postal reform legislation that has 

been passed by the United States House of 

Representatives. I believe it to be identical to 

what's called the workshare discounts language in the 

bill passe by the United States Senate. It is either 
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identical or within one sentence of being identical 

and for these purposes it's identical for practical 

purposes. In any event, certainly passed by the House 

and by the Senate and is awaiting final action by the 

Congress. 

BY MR. ANDERSON: 

Q Mr. Taufique, have you seen this workshare 

language before? 

A I may have. 

Q All right. 

A But not recently, though. 

Q The reason I ask you is because this 

language has been circulated around Washington for a 

long time now and has been the subject of a lot of 

discussion and compromise and if you have seen it 

before perhaps you could just review it briefly and 

then you and I could have a brief dialogue about it. 

I don't want to belabor it in detail. 

A I've read it. 

Q Okay. Thank you, sir. You've seen this in 

the past, you indicated? 

A I may have, I ' m  not sure. 

Q Okay. Well, what this does, I ' l l  make sure 

you have the same understanding as I do without going 

into great detail, that what this does is that it 
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establishes a principle that postal rate discounts 

should not exceed costs avoided. That's in 3687(a), 

what will be 3687(a) if this legislation passes. 

And then there's an unless and then there 

are a number of exceptions to where discounts may 

exceed costs avoided if these exceptions are met and 

one of them, for example, I won't belabor the record 

here or detain everyone in this room to go through 

each of them, but, for example, if the amount, for 

example, in (3), the amount of the discount above 

costs avoided (a) is necessary to mitigate rate shock. 

That's one of the exceptions that would permit rate 

discounts to exceed the costs avoided. I believe 

Ms. Kobe's testimony make reference to the possibility 

of rate shock if she reduced the pass-throughs to 100 

percent. 

I raise this in terms of fairness. I said 

I wanted to have a dialogue with you about two 

different kinds of fairness. This is the second one. 

It seems to me that you would agree with me that if 

this standard is met that we would have fairness in 

the way the rate discounts are calculated. 

A There's a basic philosophical difference in 

what the Postal Service defined as a benchmark in the 

his particular case and what Ms. Kobe defined as a 

Heritage Reporting Corporation 
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benchmark in this case. Again, we've talked about 

that before. If you want, we can have the discussion 

again, but from the perspective of the Postal Service, 

the whole delinking argument, because of the fact that 

the single piece mail category is a heterogenous class 

and the BMM benchmark fits only a narrow portion of 

the mail that is subject to conversion from single 

piece to pre-sort. You're agreeing with me. 

Q I've read your testimony. 

A So in that context, we think that the 

avoided cost is not the accurate measure, the cost 

that is actually avoided for all kinds of pieces that 

are shifting from single piece to pre-sort. In that 

context, we disagree and what more can I say? 

Q I know you've recommended not using bulk 

metered mail benchmark any more, but if it were used, 

sir, would you agree that if these standards were met 

that that would change your accusation against 

Ms. Kobe that she's being unfair? Or at least the 

commission would not be unfair? 

A In the context of the filing, we have 

proposed delinking as a methodology to adopt. 

Q You don't have to answer the question. 

That's okay. Now, were you here for Mr. Abdirahman's 

testimony, sir? 
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A Day before yesterday? 

Q Yes. 

A Yes. 

Q And have you read his testimony? 

A Most parts. Not all of it, though, and not 

recently. 

Q All right. Let me ask that you take a look 

at that, if I may. I'll have a copy brought to you. 

Look at page 6 ,  if you would, sir. I don't 

want to take it out of context, so if you need to lock 

at more, of course you're free to do that, but I just 

want you to focus on one specific sentence in his 

direct testimony. Page 6, lines 2 through 4, And for 

those who don't have it, I'll just read it if the 

chairman will permit me. 

Mr. Chairman, may I? Just one sentence. 

"Even if the commission does not adopt the 

delinking methodology, these unsubstantiated views 

should not warrant departure fsom commission findings 

in past cases supporting BMM benchmark." 

And then my recollection, and I think yours 

will be the same, is that on oral cross-examination 

Mr. Abdirahman confirmed what I understood from that, 

which is that if the commission does not adopt this 

delinking recommended by the Postal Service that the 

Heritage Reporting corporation 
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commission should use bulk metered mail as the 

benchmark if it's going to stay with the traditional 

benchmarking approach. 

a fair statement? 

Are you satisfied that that's 

A Mr. Abdirahman is a costing witness. 

Q I'm sorry? 

A He works in a department that does special 

studies and from his perspective that is a benchmark 

that has been litigated. 

there's only one proposal that we have filed and that 

proposal is to adopt the delinking methodology. 

From our perspective, 

Q All right. But you're not in a position to 

disagree with Mr. Abdirahman's testimony because 

that's really his business to say what's the 

appropriate fall-back if you're advocacy is not 

accepted by the commission. Is that right? 

A The Postal Service has not proposed any of 

the sets of rates based on any other methodology 

except for the delink methodology. 

MR. ANDERSON: I think we understand each 

other, sir. 

That's all I have. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

MR. ANDERSON: Pardon me. Ms. Wood reminds, 

Mr. Chairman, that of the five documents that I have 
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asked to have transcribed into the record I need to 

identify them. Should I just do this with the court 

reporter and spare everyone, as opposed to doing it on 

the record? 

Without objection, may I? I can show it to 

counsel. Do we need to do it on the record? 

CHAIRMAN OMAS: You have five, so they would 

be - -  
MR. ANDERSON: APW-RT-X-1 through RT-X-5. 

They are briefly stated the graph with two lines on 

it, the graph with three lines on it - -  

MR. TIDWELL: Why not read the captions? 

MR. ANDERSON: You want me to read them? 

Okay. 

Number 1 is "Real First Class Stamp Rates 

and Largest First Class Discount Rate Graph." 

Number 2 is "Rate of Increase in CPIU, First 

Class Stamp Rates and Largest Discount Rate." 

Number 3 is "Revenue Pieces and Weight by 

Classes of Mail and Special Services for Fiscal Year 

2006." It is page 1 of that document, is the one page 

I am submitting. 

Number 4 is a document headed "CPIU, First 

Class Letter Rates in Cents and Largest First Class 

Discount in Cents. 'I 
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Number 5 is H.R. 22, Postal Accountability 

and Enhancement Act, engrossed as agreed to or passed 

by House, Section 206, Workshare Discounts. 

Thank you, Mr. Chairman. 

Thank you, Mr. Tidwell. 

CHAIRMAN OMAS: Thank you, Mr. Anderson. 

Mr. Costich? 

MR. COSTICH: Thank you, Mr. 

CROSS-EXAMINATION 

BY MR. COSTICH: 

Q Good evening, Mr. Taufique. 

A Good evening. How are you? 

Q I'm good. How are you? At 

testimony - -  

Chairman. 

he end of your 

CHAIRMAN OMAS: For the record, Mr. Costich, 

would you introduce yourself? 

MR. COSTICH: Sure. Rand Costich for the 

OCA. 

BY MR. COSTICH: 

Q At the end of your testimony, Mr. Taufique, 

you have a short critique of the testimony of Witness 

Thompson. Is that right? 

A Yes, I do. 

Q At the very bottom of page 9 ,  you say that 

the rates proposed by Witness Thompson are bound to 
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lead to significant changes in mail mix. That's 

right? 

A Given the percent changes in both sides, 

I think that would be - -  I have not evaluated it but 

given the percent changes on both sides, for both 

negative and positive, I think it could be expected 

that there will be some significant changes in mail 

mix. 

Q Do you recall what the largest percentage 

rate increase that you proposed is? 

A Very well. I recall 92 percent was the 

first once parcel. We went to lengths in terms of 

mitigating the impact also. In order to do the 

classification change that we were trying to do, we 

did all that was possible to mitigate that increase 

and we were still concerned bout that and then we 

talked about that in the testimony that this is a 

substantial increase and we have done pass-throughs 

that were significantly lower than 100 percent in many 

cases to mitigate that impact on the mailers. 

Q The rate you proposed was $1.00, correct? 

A It was a 92 percent increase. A big 

difference between our proposal and Ms. Thompson's 

proposal is that we were affecting a very small 

portion of first class because the shared based rates 

Heritage Reporting Corporation 
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were affecting maybe - -  I don't recall the exact 
percents, but definitely less than 10 percent, maybe 

less than 5 percent in some cases of the mail that was 

being affected. 

Ms. Thompson would affect all of the mail, letter 

shaped as well as other shapes, and we were concerned 

about the impact and we have not studied the impact of 

these kind of changes on all of the mail pieces. 

The rates that were proposed by 

Q Do you recall what the cost of a one-ounce 

single piece first class parcel is? 

A I used to know. I don't have my regular 

testimony. 

Q Would $2.76 sound right? 

A I did not use that particular strategy for 

my rate design, but that particular strategy was filed 

in response to an interrogatory from somebody, I'm not 

sure exactly who, but the number sounds familiar. 

Q So your $1.00 rate is way below cost, yes? 

A Like I said, I did not use that for the rate 

design purposes. 

transportation costs and I passed through a small 

portion of that particular cost to parcels, I believe. 

But I don't think I used that particular number for my 

rate design as such. 

I used the CRA mail processing and 

Q Do you recall what the average for all of 
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single piece parcels was? 

A It probably is higher, but I don‘t have the 

number. 

Q Surprisingly, it’s not. It’s $1.68. So 

Witness Thompson‘s rates for parcels, at least, are 

similar to the average for that category, correct? 

A From the perspective of the Postal Service, 

when we filed this proposal in terms of recognizing 

the shapes in first class, we knew the costs were 

higher but we wanted to mitigate the impact and that 

is how we approached it and even then our percents 

were significantly higher than what we would have 

liked them to be. So covering the cost is obviously a 

concern, but it’s a bigger concern at subclass level 

than at below subclass level and we wanted to sort of 

gradually recognize the shapes and we did not even use 

the - -  I used the CRA numbers for two of the larger 

cost categories with a much smaller pass-through. We 

did not want to make the jump - -  in one change we did 
not want to cover the whole thing or pass on all of 

the costs of parcels in one rate change. We thought 

there could be some steps in there. 

Q On line 1 of page 10 of your testimony, you 

say that the financial and operational consequences 

should be examined. I assume you mean the financial 
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and operational consequences to the Postal Service? 

A Yes. 

Q The Postal Service loses money on one ounce 

single piece parcels at present, correct? 

A Based on some studies. Again, these are not 

CRA numbers. Based on some studies, that is correct. 

Q So if that volume were to disappear, the 

Postal Service would be better off, right? 

A I've never thought of designing rates so 

volumes disappear. That has never been our objective 

in terms of designing rates. 

Q If one piece of one ounce single piece first 

class parcels disappeared, the Postal Service would be 

better off, correct? 

A That could be said about whole subclasses in 

some cases, but that has not been our intent, to 

design rates to make volume disappear. 

Q Even volume that you're losing money on? 

A We have made incremental changes in many 

cases to bring costs in line with the average revenue 

for this class, but the goal has never been to make 

the volume disappear, even in classes where we have 

consistently - -  if you look at periodicals that I have 

worked with for a long time, the cost coverage has 

been below 100 percent for many years. That was not 
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the goal. 

bring the cost numbers in line and to design rates 

that would provide incentives for people to do the 

right thing. 

The goal was to include the preparation to 

Q Your testimony says the financial 

consequences to the Postal Service should be examined 

before adopting Witness Thompson's proposal, correct? 

A This was especially true in terms of the 

overall - -  the significant change for all shapes in 

first class mail and how the reaction would be in 

terms of the number of three ounce pieces, three and a 

half ounce pieces, four ounce pieces. There were a 

number of issues which we have not studied. To me, 

the proposal lacked that particular background. We 

had not talked about it, there is nothing on the 

record to show what the impact is going to be 

operationally of this kind of a change. 

Q Well, again, just stick with one ounce first 

class single piece parcels, if the rate is raised to 

cost, the Postal Service is better off, correct? 

A The approach in many of the classification 

changes has been to incrementally change things, to 

bring costs in line with the rates. That has been our 

approach. 

Q I understand your approach. I ' m  just asking 
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if the Postal Service isn't better off financially if 

that rate is raised to cost. 

A If I take your example one step further and 

if I start - -  I'm testifying tomorrow on 

periodicals - -  if we increase the cost coverage on 
periodicals by increasing the rates, loss of that 

volume is not acceptable to us. We will be concerned 

about even small customers who are affected by 

significant changes that we make in the periodical 

rate structure. So my answer is at what cost? We 

would like to make these changes incrementally and 

approach it in a gradual fashion where we bring these 

things in line. 

Q Well, let's talk about one ounce flats, 

single piece first class. What rate are you proposing 

for that? 

A Sixty-two cents? 

Q It's late in the day. I would have to 

switch screens here to verify that. 

A In comes from preparing two different 

testimonies and preparing for two different 

appearances in two days, so - -  

Q But it sounds right. And Witness Thompson's 

proposal is 84 cents? Is that correct? At least 

that's in your Table 3. 
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A That is true. 

Q And that‘s a 61.5 percent increase over 

current rates? 

A Right. 

Q And your proposal is more like a 20 percent 

increase? 

A Probably. 

Q Ten cents over 52 cents is a little less 

than - -  

A Depends on the rate increment because at the 

second ounce level, the non-machinable surcharge does 

not apply. 

Q We‘re just talking about one ounce at the 

moment. 

single piece flat is? 

Do you remember what the cost for a one ounce 

A No, I don’t. 

Q Does 8 9 . 7  cents sound acceptable? 

A That was in the same table that was part 

of - -  now I remember, it was Mr. Parkins‘ 

interrogatory that we responded to, I think. 

Q This is library reference 139. 

A Okay. Okay. That was in response to an 

interrogatory, I believe. It was not filed in the 

original filing because I did not use those numbers in 

my rate design. 
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Q Okay. Witness Thompson did not propose a 

rate even as high as cost in this case, correct? 

A Appears to be her concern was to make it 

simple and as much as we like simplicity, we thought 

the results were unacceptable to us. 

Q Well, what's unacceptable about 84 cents as 

the first ounce rate for a single piece first class 

flat? 

A I don't think I'm addressing any single 

rate, sir, as such in my criticisms. I'm addressing 

the approach of the way she approached the whole rate 

design and the four once increments. I'm looking at 

the overall package, not j u s t  any single rate cell in 

this case and that is why I did not levy any criticism 

on any single rate, it's an overall approach that I'm 

concerned about. 

Q Wouldn't the only way to examine the 

financial and operational consequences of this 

proposed rate schedule be to examine the rates one at 

a time? 

A When I looked at the overall changes as a 

result of what she had proposed, it was easier to sort 

of look at the whole thing and say that this is not 

the way it should work in terms of overall increases 

and the changes that would result in mail mix as a 
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result of what she's proposing. 

Q Well, the changes that would result in mail 

mix depend on the individual rates, don't they? 

A Again, initially, what I said was that we 

have not studied, neither has anybody else, as to what 

the impact on a huge portion of first class mail would 

be as a result of these increases or reductions. 

Q Well, let's do that now. The first ounce 

single piece first class rate for letter shaped mail 

proposed by Witness Thompson is 42  cents, correct? 

A Yes, sir. it is. 

Q Is that going to cause operational or 

financial problems for the Postal Service? 

A Probably not. 

Q Her proposed rate for a two ounce letter 

shaped piece in first class is also 42  cents. Is that 

going to cause operational or financial difficulties 

for the Postal Service? 

A I'm not an operational expert, but my 

understanding is if you get a huge number of heavier 

pieces through our machines there are some problems 

and I think there is some testimony to that effect 

also. So I think when you look at the zero to four 

ounce increment and if you look at heavier letters, 

there are some operational issues that I have not 
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studied but there is some testimony in this docket 

that addresses that subject. 

Q There are currently two ounce single piece 

first class letter shaped pieces processed by the 

Postal Service. 

A That is true, but there is an additional 

ounce rate that is a disincentive for preparing 

heavier pieces because they have to pay the additional 

ounce rate, but if you keep the rate the same I don't 

know what the impact is going to be. I don't know how 

many more two ounce pieces you will get in the mail 

stream, how many three ounce pieces you will get in 

the mail stream, so not knowing that impact is what my 

criticism of this proposal is. 

Q Well, where would such pieces come from? 

A I've not even studied as to what are the 

changes going to be, so how could I tell you where 

they would come from? And I'm not trying to be smart 

alecky about this. I think really there is a lot of 

changes that need to be sort of studied more before we 

go with something as radical as the changes that she's 

proposing. 

Q Well, are you worried that some currently 

one ounce letters would somehow get heavier? 

A In some cases, that may be true. There are 
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large mailers who mail single piece also, but it is 

possible that there may be more inserts. Like I said, 

we really have not - -  you're asking me questions about 

things that I'm raising concerns about, actually. 

Q Does a 42 cent rate for two ounce Single 

piece first class letter shaped pieces cover costs? 

A Probably. In my case, the additional ounce 

rate design is quite different. In my case, it's the 

residual revenue that is derived from the extra ounce. 

Q It's just basically a tax, right? 

A If you lock at the first class rate design 

as a major source of institutional costs for the 

Postal Service and additional ounces are part of that. 

Q I'm just trying to get a sense of what 

plausible reason there could be for first class single 

piece mailers to suddenly create heavier pieces than 

they do now. 

A I don't know the answer, That was my 

question, actually, as to what impact is going to be. 

We do not know. 

MR. COSTICH: No further questions, 

Mr. Chairman. 

CHAIRMAN OMAS: Thank you, Mr. Costich. 

Is there anyone else who wishes to 

cross-examine Witness Taufique? 
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(No response. ) 

CHAIRMAN OMAS: There being no questions 

from the bench, Mr. Tidwell, would you like some time? 

MR. TIDWELL: Ten minutes, Mr. Chairman. 

CHAIRMAN OMAS: I think I'll allow that. 

(A brief recess was taken.) 

CHAIRMAN OMAS: Mr. Tidwell? 

MR. TIDWELL: Mr. Chairman, there will be no 

irect. 

CHAIRMAN OMAS: Thank you, Mr. Tidwell. 

Mr. Taufique, that completes your testimony 

here today. We appreciate your appearance and your 

contribution to our record and you are now excused. 

THE WITNESS: Thank you. 

(The witness was excused.) 

CHAIRMAN OMAS: Now, there have been no 

requests for oral cross-examination of our next 

witness, Susan Berkeley. 

Mr. Koetting, would you assist me in placing 

the corrected version of Ms. Berkeley's testimony into 

evidence, please? 

MR. KOETTING: Thank you, Mr. Chairman. 

The Postal Service has two copies of the 

rebuttal testimony of Susan W. Berkeley on behalf of 

the United States Postal Service which has been 
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labelled as USPS-RT-17, along with two declarations of 

Susan W. Berkeley stating her intent to sponsor this 

as her rebuttal testimony and the Postal Service moves 

that it be accepted into evidence. 

CHAIRMAN OMAS: Is there objection? 

(No response. ) 

CHAIRMAN OMAS: Hearing none, please provide 

the reporter with two copies of the corrected 

testimony of Susan W. Berkeley. That testimony 1s 

received into evidence. However, as is our practice, 

it will not be transcribed. 

(The document referred to was 

marked for identification as 

Exhibit No. USPS-RT-17 and 

was received in evidence.) 

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  

/ /  
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ii 

AUTOBIOGRAPHICAL SKETCH 

My name is Susan W. Berkeley. In this current Docket, I am appearing as 

the Express Mail pricing witness (USPS-T-34) and one of the special service 

pricing witnesses (USPS-T-39). My autobiographical sketch, in detail, is 

contained in both of those testimonies. 

This is my thirteenth appearance before the Commission. 
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1. PURPOSE AND SCOPE 

The purpose of my testimony is to rebut the electronic return receipt 

portion of Douglas F. Carlson's testimony (DFC-T-1 at 1-14). This testimony will 

demonstrate that, although witness Carlson claims the cost data are 'inaccurate," 

he accepts the data for use in his alternative fee proposal. My testimony 

questions witness Carlson's purported transaction time scenario for electronic 

return receipt service, and provides information from transactions actually 

observed in order to ensure that real information, as opposed to speculation, is 

on the record in this proceeding. This testimony also discusses the planned 

changes to electronic return receipt service which not only show how the value of 

this service is increasing, but also show how these service enhancements fly in 

the face of witness Carlson's rationale for a lower cost coverage. Finally, this 

testimony will discuss how both my proposed fee and proposed cost coverage for 

electronic return receipt service are appropriate, especially when considering the 

ever-increasing value of service derived from this product. 
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II. WITNESS CARLSON USES SELF-DESCRIBED “INACCURATE” 
COST DATA IN HIS FEE DEVELOPMENT 

In his testimony, witness Carlson states: 

Unfortunately, the Postal Service still has not accurately 
estimated the window-acceptance costs for electronic return receipt. 
According to witness Page, ‘acceptance costs are based upon the return 
receipt acceptance window transaction time used for traditional return 
receipts in prior dockets. 

DFC-T-1 at page 6 

Interestingly enough, witness Carlson discounts the per-piece cost from 

witness Page, yet he uses this per-piece cost in his fee development for 

electronic return receipt service, and he bases his proposed cost coverage on 

this per-piece cost. However, his experience in estimating the window costs for 

electronic return receipt service is limited to the one transaction he conducted 

himself (see the response to USPSIDFC-TI-3a). Thus, it would not be 

appropriate for witness Carlson to offer up an alternative cost per-piece. (Please 

see the next section of this testimony for a detailed discussion about transaction 

times.) 

More importantly - should the fee for electronic return receipts be set by 

using a cost coverage equal to the cost coverage of a different service as witness 

Carlson is suggesting? In proposing his alternative fee for electronic return 

receipt service, he uses the Postal Service‘s proposed cost coverage for green 

card return receipt service and a nickel rounding constraint. Witness Carlson 

does not provide any discussion of the pricing criteria of the Postal 
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Reorganization Act, with respect to electronic return receipt service specifically, 

other than the indirect nod to Criterion 3 as it applies to green card return receipt 

as proposed in my direct testimony, USPS-T-39. As I will discuss later in this 

testimony, it is not only appropriate, but necessary, to take into consideration all 

applicable statutory pricing criteria in developing rates and fees. There are too 

many differences between the green card return receipt service and the 

electronic return receipt service to pretend that the proposed cost coverage of 

one should be used as a proposed cost coverage of the other. 

111. THE ACCURACY OF WITNESS CARLSON'S TRANSACTION 
TIME PERCEPTION CANNOT BE VERIFIED 

On pages 6 and 7 of his testimony, witness Carlson speculates as to a 

typical transaction for electronic return receipt service for customers both familiar 

and unfamiliar with the service itself. It is not surprising that he would not have 

observed transactions other than the one he personally conducted. Because of 

the low volume for electronic return receipts, it would not be that common to find 

this type of transaction at any given time at any given retail postal facility. 

Witness Carlson's perception of the transaction dialogue and, subsequently, 

the associated time are undoubtedly over-simplified. In speaking with several 

people who have observed electronic return receipt transactions at a retail 

counter, I have been informed that the typical dialogue taking place is more 

extensive than witness Carlson presents - particularly for a first-time user of the 
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service. It is not prudent for one to believe that someone could be sold this 

service for the first time just by receiving a paper with instructions. 

It is not unreasonable to expect that questions would arise, definitely for 

first-time users and even for repeat users, considering the nature of the 

transaction. For example, when a window clerk offers the choice of a green card 

or electronic return receipt it is safe to assume that the fees for each would also 

be given by the clerk or asked for by the customer. Also, it would not be unusual 

to expect that the customer would want the window clerk to explain specifically 

how to access the electronic copy of the signature, and, whether it could be 

provided on the Postal Service’s part automatically without any action by the 

customer. 

Also, the question could arise as to whether or not the electronic copy of the 

signature was satisfactory for their needs (something that the window clerk would 

not know without knowing whatever specific legal requirements may be 

necessary). The transaction could also include a query as to whether there was 

tracking with the electronic return receipt service, particularly if the host service 

being used was one that provided access to delivery information. The customer 

could be aware of that and wonder if the “extra” service from the electronic return 

receipt provided more than access to the electronic copy of the signature. It is 

also possible that a customer might be under the impression that in purchasing 

electronic return receipt, the e-mail information provided by the customer later 

over the Internet would, in some way, notify the Postal Service where to “send” 

the green card. 
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IV. ELECTRONIC RETURN RECEIPT SERVICE IMPROVEMENTS 
ARE EXPECTED BY THE TEST YEAR 

Witness Carlson (DFC-T-1) asserts that 

information extracted through discovery suggests that 
electronic return receipt is not faster than regular return receipt 
-- and may even be slower. The normal time to post electronic 
return receipt is two to four days (a time that possible is a range 
for the median, with the average being four or more days), 
whereas regular return receipt should arrive in one to three 
days (or two to four days in some instances, if the green cards 
are mailed one day after delivery). The Postal Service has not 
demonstrated that electronic return receipt speeds delivery of 
the recipient's signature. 

DFC-T-1 at 12. 

However, by the test year, electronic return receipt should generally provide 

customers with access to the signature on the day of delivery. Presently, 

delivery employees are beginning a new process that captures the recipient's 

signature at delivery, greatly reducing the amount of time it takes to electronically 

link the signature to the mailpiece. New scanners are currently being tested and 

distributed to the field, and are expected to be fully in use by the test year. 

These scanners allow the carrier to scan the signature at the time of delivery, or 

shortly thereafter. Signatures would no longer be sent to Computerized 

Forwarding System (CFS) units for scanning into the centralized database and 

would be available for access generally within eight hours after the scanner is 

cradled. This means that the signature access would, in most cases, be 
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available the day of delivery, thus making the electronic retum receipt option 

highly valuable for those customers wanting a short turnaround time. 
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4 

5 V. THE POSTAL SERVICE IS PROMOTING GREATER USAGE OF 
6 ELECTRONIC RETURN RECEIPT SERVICE 
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In addition to the scanner deployment which can make an electronic return 

receipt available the same day as delivery, the Postal Service is taking a 

proactive approach to increase usage of electronic return receipt service. For 

example, publications for postmasters and retail personnel encourage employees 
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to offer electronic return receipt as an option to green card retum receipts, 

particularly at tax time when the volume of return receipts can be the highest all 

year. Further, the staff managing electronic return receipt service from a product 

perspective plan to develop a more formal communications platform to continue 

to promote awareness and use of the service over the next couple of years. 

The Retail Service Equipment group at Postal Service Headquarters is 

currently working on a modification to the Automated Postal Centers (APCs) 

which would allow the purchase of electronic return receipt service at APCs when 

21 

22 
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25 

an applicable host special service is purchased. The target live-in-the-field date 

for introducing electronic return receipt service on all APCs nationwide is August, 

2007. As the popularity of APCs grows, more APCs will be deployed in postal 

facilities throughout the country, thereby bringing the availability of the electronic 

return receipt service to an unlimited number of potential customers. I have been 
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importance to the Postal Service in promoting electronic return receipt service on 

the APCs. 
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VI. THE POSTAL SERVICE’S PROPOSED FEE AND COST COVERAGE 
ARE APPROPRIATE 

In Docket No. R2005-1, electronic return receipt was priced at $1.35, for an 

implicit cost coverage of 151.8 percent. The alternative basic return receipt was 

priced at $1 35,  with a lower implicit cast coverage of 129.1 percent. 

In this proceeding, costs have been adjusted downward by 45 cents for 

electronic return receipt service. See USPS-T-23 at 14-15. In response, the 

Postal Service proposes to lower the electronic return receipt fee by 50 cents, to 

85 cents. The Postal Service’s goal is to maintain the per unit contribution from 

electronic return receipt, so the proposal reduces this contribution slightly, from 

46 cents to 41 cents. The Postal Service’s proposal also matches the current 

per-unit contribution from basic return receipt service of 42 cents. Under the 

Postal Service’s proposal, the per-unit contribution from electronic return receipt 

service would be only about three-fifths of the 68-per-unit contribution from 

basic return receipt service. 

Witness Carlson proposes to apply the basic return receipt cost coverage to 

electronic return receipt service. As a result, he proposes to lower the electronic 

return receipt fee by 70 cents, to $0.65. The Postal Service opposes this 

Modified Deeember 5,2006 
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proposal because it would reduce the per unit contribution from electronic return 

receipt nearly in half, from 41 cents to 22 cents. With such a low markup, 

there would be considerable risk that the fee would not cover costs for any 

transactions in which the customer has significant questions for the clerk. 

It is important to remember, and, as alluded to earlier in this testimony, 

green card return receipt service and electronic return receipt service are two 

distinctly different services with different service features, values of service, and 

prices. The fact that both services require a signature from the recipient of the 

mailpiece is really the only common thread. Since these two services vary in 

practically every other way, it is appropriate to consider all applicable pricing 

criteria individually for each service. Generally speaking, the rather cavalier 

application of a cost coverage for one service in developing a proposed fee for 

another service, as witness Carlson has done, has the potential of violating 

Criterion 1, fairness and equity. 

Finally, under Carlson's proposal, the contribution from electronic return 

receipt would be less than one-third the contribution from green card return 

receipt. The Postal Service should not have a substantial financial incentive to 

encourage customers to use one return receipt option (green card), rather than 

another (electronic). 

Modified December 5.2006 
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CHAIRMAN OMAS: Mr. Hall? 

MR. HALL: Yes, thank you, Mr. Chairman. 

I’ll be very brief. 

I have two packets, one is some homework for 

OCA Witness Thompson that I asked her to provide 

during cross-examination. She did so, but in the form 

of’an errata to an interrogatory, so I’d like to have 

that placed in evidence. 

In addition, MCA/OCA-T4-11 through 20, which 

I inadvertently failed to put in the day that she was 

on, but I‘ve spoken to Ms. Dreifuss and OCA has no 

objection to designating these additional items. 

CHAIRMAN OMAS: Without objection, so 

ordered. 

MR. HALL: 

reporter. 

(The documents referred to 

were marked for 

identification as Exhibit 

Nos. MCA/OCA-T4-2-10 and 

MCA/OCA-T4-11-20 were 

received in evidence.) 

I’ll then hand two copies to the 

CHAIRMAN OMAS: Thank you very much. 

/ /  

/ /  
Heritage Reporting Corporation 

(202) 628-4888 
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ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 

TO INTERROGATORIES MMNOCA-T4-2-10 
Revised 1 llosmx1G 

Please refer to Table 1 on page 8 of your testimony and Library Reference OCA-LR- 
5, file 'OCA Rates" where you provide your proposed First-class Single Piece rates 

a. Please provide the total amount of revenue that you project will be lost to the 
Postal Service as a direct result of your proposal to eliminate the additional 
ounce rate for Single Piece letters weighing up to 4 ounces. 

b. Please provide the total amount of revenue that you project will be lost to the 
Postal Service as a direct result of your proposal to eliminate the additional 
ounce rate for Presorted letters weighing up to 4 ounces. 

c. Please provide the total amount of revenue that you project the Postal 
Service will gain as a direct result of your proposal to increase the first ounce 
rates for Presorted letters weighing up to 4 ounces. 

d. Please confirm that you simply adopted the Postal Service's proposal to lower 
the QBRM discount from 3.2 cents to 2.5 cents, and that you offered no 
independent analysis or judgment as justification for that proposal. If you 
cannot confirm, please provide citations to the portion(s) of the evidence you 
offer to support reducing the QBRM discount from 3.2 cents to 2.5 cents. 

e. In Library Reference OCA-LR-5, file "OCA Rates," under the word "Presorted" 
(Row 19) should the word "on-presorted" on Row 20 be 'Nonautomation?" 
If not, please explain. 

f. Would you agree that it is fair to say that, in order to finance your proposal to 
eliminate the additional ounce rates for First-class Single Piece letters 
weighing up to 4 ounces, you propose to increase the first ounce rates for 
Presorted letters weighing up to 4 ounces. If you do not agree, please 
explain. 

MMAIOCA-T4-4. 
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ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MWOCA-T4-2-10 

Revised 1 I /08/2006 
RESPONSE TO MMNOCA-TU. 

a. 

4.xls.’ 

b. 

4.xls.’ 

c. 

4.xls.’ 

d. 

at page 24 of his testimony indicates that the discount of $0.025 is the same 

discount that prevailed prior to the across the board rate increases. Thus, I felt the 

$0.395 was appropriate. 

e. Confirmed. 

f. 

automation rates. 

$358.5 million rounded. Detail provided in file ‘RevbyShapebyWgt-MMA-T4- 

$253.6 million rounded. Detail provided in file ‘RevbyShapebyWgt-MMA-T4- 

$754.1 million rounded. Detail provided in tile ‘RevbyShapebyWgt-MMA-T4- 

I did not make new calculations for the QBRM rate. USPS witness Taufique 

Not confirmed. It is use of the BMM benchmark that results in higher Presort 

0 
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Source of Cosl Savings 
Mail Pmcessing Cost Savings 
Delivery Cost Savings 

Total Cost Savings 

ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MMNOCA-T4-11-20 

MMNOCA-T4-11. 

Please refer to Library References USPS-LR-L-141, p. 1 and OCA-LR-5, p. WP- 
FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell PI5 that originates from USPS-LR- 
141. 

A. Please confirm that the 5.8 cents is the difference between the EMM total 
worksharing-related unit cost of 15.45 cents and the comparable MAADC 
unit cost of 9.62 cents, as shown in USPS-LR-141. If you cannot confirm. 
please show the exact source of the 5.8 cents shown in OCA-LR-5. 

E. Please confirm that your MAADC cost savings estimate of 5.8 cents, and 
your AADC cost savings estimate of 7.0 cents, is the result of cost savings 
from both mail processing and delivery as shown in the table below. If you 
cannot confirm, please explain. 

MAhDC AAM: 
Unit Cost Unit Cost 
Savings Savings 
(Cents) (Cents) 

5.973 7.032 
-0.142 -0.006 
5.831 7.026 

C. Please explain how it is possible that EMM would cost less to deliver than, 

D. Please explain how it is possible that BMM would cost less to deliver than, 

or even the same to deliver as, Automation MAADC letters. 

or even the same to deliver as, Automation AADC letters. 

RESPONSE TO MMNOCA-T4-11. 

a. 

filename, "USPS.LR-L.141 FCM Rev2.xls." worksheet, 'Summary" - cell J9 has 

15.536, cell J20 has 9.715 (15.536 - 9.715 = 5.821). 

b. 

USPS-LR-141 FCM Rev2.xls". I relied on the fifth column titled, Total 

Worksharing Related Unit Cost Savings," which is the sum of worksharing related 

unit cost savings for both mail processing and delivery. In an attempt to be 

Not confirmed. Please refer to the revised 8/23/2006, USPS-LR-L-141. 

Not confirmed. Please see revised 8/23/2006, USPS-LR-L-141, filename, 
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Worksharing BMM Letter MAADC Letter 
Unit Cost Worksharing Worksharing Related 

Unit Costs - (Cents) Unit Costs - (Cents) 
Mail 

Delivery 4.126 4.278 
Total 15.536 9.715 

Difference 5.821 

Processing 11.410 5.437 

ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 

responsive to your interrogatory, I am providing the following information from the 

TO INTERROGATORIES MMA/OCA-T4-11-20 

AADC Letter 
Worksharing Unit 
Cost - (Cents) 

4.378 
4.132 
8.510 
7.026 

'Summary" worksheet. 

c - d. I relied upon page I of USPS-LR-L-141, filename USPS.LR-L.FCM 

Rev2.xls". revised on 8/23/2006 and thus, did not analyze the underlying 

costs. 
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ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MMA/OCA-T4-11-20 

MMAIOCA-T4-12. 

Please refer to Library References USPS-LR-L-141, p. 1 and OCA-LR- 
WP-FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell PI5 that originates from USPS-LR- 
141. 

A. Please confirm that, as shown in USPS-LR-L-141, p. 1, the unit cost to 
deliver Nonautomation letters is 4.044 cents. If you cannot confirm, 
please explain. 

B. Please confirm that, as shown in USPS-LR-L-67, UDCModel.USPS.xls, 
Table 1, the unit cost to deliver Nonautomation letters is 4.696 cents. If 
you cannot confirm, please explain. 

the cost analysis that you rely on, is correct, and why the 4.696 cent unit 
cost derived by USPS witness Kelley is incorrect. 

a. Not confirmed. In USPS-LR-L-141. revised 8/23/2006, filename 

USPS.LR-L.141 .FCM Rev2.xls. worksheet 'Summary," cell HI9 shows that the 

unit cost to deliver Nonautomation letters is $0.04066. 

b. 

as noted in part B of this interrogatory. 

c. 

costs shown in USPS-LR-L-141 versus those in USPS-LR-L87. 

Sheet 

C. Please explain why you believe that the 4.044 cent unit cost, derived from 

USPS-LR-L-67, UDCModel. USPS.xls, Table 1 has a 4.696 cent unit cost 

I am not a costing witness and have no opinion about the difference in the 
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ANSWERS OF OCA WITNESS PAMELAA. THOMPSON 
TO INTERROGATORIES MMNOCA-T4-11-20 

MMA/OCA-T4-13. 

Please refer to Library References USPS-LR-L-141, p. 1 and OCA-LR-5, p. WP- 
FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell PI5 that originates from USPS-LR- 
141. 

A. Please confirm that the analysis provided in USPSLR-L-141, which you 
rely on, uses Nonautomation. Machinable MAADC (NAMMA) unit delivery 
costs as a proxy for BMM delivery unit costs. If you cannot confirm, 
please explain. 

B. Please confirm that using NAMMA delivery costs as a proxy for BMM unit 
delivery costs might make sense if, and only if, NAMMA and BMM letters 
have similar cost causing attributes. If you cannot confirm, please explain. 

C. Please confirm that, according to the analysis provided in USPS-LR-L- 
141, which you rely on, the CRA adjusted workshared mail processing unit 
costs for BMM and NAMMA letters shown in Column 2 of Table 1 are 
11.410 cents and 21.157 cents, respectively. If you cannot confirm, 
please explain. 

The delivery worksharing related unit cost for both BMM and a. 

Nonautomation machinable mixed AADC is 4.126. 

b. 

then it makes sense to use NAMMA as a proxy for the BMM unit delivery costs. 

c. 

processing unit cost for NAMMA is 21.157. in the table cited in this question. 

If the NAMMA and BMM letters have the same cost causing attributes, 

The mail processing unit cost for BMM is 11.410 cents, and the mail 
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ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MMA/OCA-T4-11-20 

MMAIOCA-T4-14 

Please refer to Library References USPS-LR-L-141. p. 1 and OCA-LR-5, p. WP- 
FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell P15 that originates from USPS-LR- 
141. 

A. Please confirm that the modelderived unit costs, as shown in column 2 of 
the table shown on page 1 of USPSLR-L-141, are based on the model- 
derived cost and mail flow analyses provided on pages 3-32. If you 
cannot confirm please explain. 

B. Please confirm that, for the BMM model shown on page 4 of USPS-LR-L- 
141, the theoretical 10,000 letters enter the mailstream in the Out ISS 
operation, which is part of the Remote Bar Code System (RBCS) that 
reads an address and attempts to barcode a nonprebarcoded letter. If you 
cannot confirm please explain. 

C. Please confirm that, if you modify the entry point in the BMM model, 
shown on page 4 of USPS-LR-L-141, from the Out ISS operation to the 
Out Prim Auto operation, the underlying assumption would be that the 
BMM letters were prebarcoded and could bypass the RBCS. If you 
cannot confirm, please explain. 

D. Please confirm that, if you m o d i  the entry point in the BMM model, 
shown on page 4 of USPS-LR-L-141, from the Out ISS operation to the 
Out Prim Auto operation, the resulting unit cost would not be 5.183 cents 
as shown for BMM. but 5.420 cents. If you cannot confirm, please 
explain. 

E. Please explain why it is reasonable that the model indicates that it costs 
the Postal Service more to process prebarcoded letters than it costs the 
Postal Service to process a nonprebarcoded letter. 

RESPONSES TO MMAIOCA-T4-14. 

a - e. I relied on the "Summary" worksheet of the revised USPSLR-L-141 dated 

8/23/06, filename USPS.LR-L.141 FCM Rev2.xls. I did not analyze other 

worksheets in the library reference. 



13411 

ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MMAIOCA-T4-11-20 

MMAIOCA-T4-15. 

Please refer to Library References USPS-LR-L-141, p. 1 and OCA-LR-5, p. WP- 
FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell P15 that originates from USPS-LR- 
141. 

A. Please confirm that, if you modify the entry point in the BMM model, 
shown on page 4 of USPS-LR-L-141, from the Out ISS operation to the 
Out Sec Auto operation, the underlying assumption would be that the 
BMM letters were prebarcoded and sufficiently presorted so as to bypass 
the RBCS and Out Prim Auto operations. If you cannot confirm, please 
explain. 

B. Please confirm that, if you modify the entry point in the BMM model shown 
on page 4 of USPS-LR-L-141 from the Out ISS operation to the Out Sec 
Auto operation, the resulting unit cost would not be 5.183 cents as you 
show for BMM, but 5.151 cents. If you cannot confirm, please explain. 

C. Please explain how it is reasonable that the model indicates that it costs 
the Postal Service nearly the same for the Postal Service to apply a 
barcode to letters in the RBCS operation and then sort them to the 
MAADC level as it costs the Postal Setvice to process prebarooded letters 
that workshared mailers have already presorted the MAADC level. 

RESPONSES TO MMAfOCA-T4-15. 

a - c. Not confirmed. My testimonyonly relie s on the 'Summaly" worksheet of 

the revised USPS-LR-L-141 dated 8/23/06, filename, USPS.LR-L.141 FCM 

Rev2.xls. I did not analyze other pages in the library reference. 
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ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MMA/OCA-T4-11-20 

MMAIOCA-T4-16. 

Please refer to Library References USPS-LR-L-141, p. 1 and OCA-LR-5, p. WP- 
FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell PI5 that originates from USPS-LR- 
141. 

A. Please confirm that, for the MAADC model shown on page 8 of USPSLR- 
L-141, the theoretical 10,000 pieces enter the mailstream in the Out Sec 
Auto operation. If you cannot confirm please explain. 

B. Please confirm that, if you modify the entry point in the MAADC model 
shown on page 8 of USPS-LR-L-141 f m  the Out Sec Auto operation to 
the Out ISS operation, the underlying assumption would be that the 
MAADC letters were not prebarcoded and not presorted so that they could 
bypass the Out Prim Auto operation. If you cannot confirm, please 
explain. 

C. Please confirm that, if you modified the MAADC model as suggested in 
Part B. the mail flow would resemble that of BMM letters. If you cannot 
confirm, please explain. 

shown on page 8 of USPS-LR-L-141, from the Out Sec Auto operation to 
the Out ISS operation, the resulting unit cost would not be 5.163 cents, as 
shown for MAADC, but 5.193 cents. If you cannot confirm, please explain. 

the Postal Service approximately the same to process nonprebarcoded 
BMM letters that are not sorted to the MAADC presort level as it costs the 
Postal Service to process MAADC letters that are already prebarcoded 
and presorted by the mailer. 

D. Please confirm that, if you modfy the entry point in the MAADC model, 

E. Please explain how it is reasonable that the model indicates that it costs 

RESPONSES OF MMNOCA-T4-16 

a -e. Not confirmed. My testimony only relies on the 'Summary" worksheet of 

the revised USPS-LR-L-141 dated 8/23/06. filename, USPS.LR-L.141 FCM 

Rev2.xls. I did not analyze other pages in the library reference. 
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ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MMA/OCA-T4-11-20 

MMNOCA-T4-17. 

Please refer to Library References USPS-LR-L-141, p. 1 and OCA-LR-5, p. WP- 
FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell P15 that originates from USPS-LR- 
141. Please refer to pages 3 and 7 of USPS-LR-L-141. 

A. Please confirm that the model-derived unit processing costs for BMM and 
MAADC letters are 5.183 cents and 5.163 cents respectively. If you 
cannot confirm, please explain. 

B. Please explain why it is reasonable for the model to pmduce results where 
the unit processing cost for BMM letters is nearly the same as that for 
MAADC letters. 

C. Please confirm that the model-derived DPS % s  that you rely on are 
82.65% for BMM and 80.07% MAADC letters. If you cannot confirm, 
please explain. 

the DPS % for BMM letters is higher than that for MAADC letters. 

The 5.183 cents appears on page 3 and the 5.163 cents appears on page 

D. Please explain why it is reasonable for the model to produce results where 

a. 

7 of USPS.LR.L.141FCM Rev2.xls, dated 8/23/06. 

b - d. I relied on the "Summary" worksheet of the revised USPS-LR-L-141, 

dated 8/23/06 and did not analyze other worksheets in that library reference. 
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ANSWERS OF OCA WITNESS PAMELA A. THOMPSON 
TO INTERROGATORIES MMNOCA-T4-11-20 

MMNOCA-T4-18. 

Please refer to Library References USPS-LR-L-141, p. 1 and OCA-LRS, p. WP- 
FCM-18, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell P15 that originates from USPS-LR- 
141. 

A. Please confirm that you have relied on the unit delivery cost of 8.589 cents 
as shown for Nonautomation Nonmachinable letters as shown in column 
(3) on page 1 of USPS-LR-141. If you cannot confirm please explain. 

B. Please confirm that, by definition, such delivery p s t s  assume a zero DPS 
% because the letters are nonmachinable. If you cannot confirm, please 
explain. 

C. Please confirm that USPS witness Kelley derives a unit delivery cost of 
7.734 cents for all Single Piece letters as shown in USPS-LR-L-67, 
UDCModel.USPS.xls, p. 1. If you cannot confirm, please explain. 

Piece letters are DPSed, as shown at Tr. 12/3358. If you cannot confirm. 
please explain. 

which can be DPSed, to have a unit delivery cost that is only 0.855 cents 
more than Single Piece letters, 71 5% of which are DPSed. 

D. Please confirm that, according to USPS witness Kelley, 71 5% of Single 

E. Please explain why it is reasonable for Nonautomation letters, none of 

RESPONSE TO MMA/OCA-T4-18. 

a. 

141. However, my testimony relies upon the second revised USPS-LR-L-141 

dated 8/23/2006, filename, USPS.LR-L.141 .FCM Rev2.xls. 

b - e. My testimony relied on page 1 of the second revision of USPS-LR-L-141, 

dated 8/23/2006. I did not analyze other worksheets in that library reference, nor 

did I rely upon USPS-LR-LS7. 

The value of 8.589 cents is found on page 1, of the original USPS-LR-L- 
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I NonAutornalionRate 
category 

1 Nonmachinable Mixed AADC 
Nonmachinable AADC 
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MMA/OCA-T4-19. 

Please refer to Library References USPSLR-L-141, p. 1 and OCA-LR-5, p. WP- 
FCM-16, especially where you show the Automation Mixed AADC letter 
(MAADC) cost savings of 5.8 cents in cell P15 that originates from USPS-LR- 
141. 

A. Please confirm that the DPS %'s. as well as the weighted average for all 
Nonautomation letters, that are used to derive the delivery unit costs for 
Nonautomation letters shown in column (3) of Table 1, are as shown in the 
following table. If you cannot confirm, please provide corrected figures 
and provide their derivation. 

Model-Derived 
Volume % DPS % 

0.59% 0 
0.28% 0 

Nonmachinable SOi~it 
Nonmachinable &Digit 
Machinable Mimed AADC 
Machinable AADC 

~ Machinable ?,-Digit 
Machinable Wigit 

Weighted Average 
Source. USPS-LR-L-I41 

0.07% 
41.20% 82.65% 
13.74% 82.65% 

84.92% 
84.92% 

100.00% 82.58 
page 19 pages 21.23 

B. Please confirm that according to the Postal Service's delivery data 
systems, 77.22% of Nonautomation letters are DPSed. See 
UDClnputs.USPS.xls., sheet 'DPSW and Tr. 12/3350-51. If you cannot 
confirm please explain. 

C. Please confirm that in response to Interrogatory ABA-NAPMNSPS-T22-2 
(b), USPS witness Kelley claims, '...the results in the table below are 
driven by DPS percentages derived from a theoretical model which we no 
longer believe to be valid." Tr. 12/3335. If you cannot confirm, please 
explain. 

D. Please explain why you relied on the delivery costs derived for 
Nonautomation letters that are based on DPS %s that the Postal Service 
believes are invalid, and why you did not, at the very least, reconcile the 
theoretical DPS %s to the delivery data DPS %s relied on by the Postal 
Service. 

E. Please confirm that you relied on the DPS % for Nonautomation letters 
that originates from the mail flow model for all categories of 
Nonautomation letters, and that these same mail flow models produce an 
average Nonautomation workshared-related mail processing unit cost 
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(21.092 cents) that is 85% higher than the comparable unit cost for BMM 
(1 1.410 cents). If you cannot confirm, please provide the source of the 
DPS % for Nonautomation letters that supports the delivery unit cost you 
derive, and the workshared-related mail processing unit costs for 
Nonautomation and BMM letters. Please support your answer. 

RESPONSES TO MMAIOCAK4-19. 

a. 

USPS-LR-L-141. worksheet 'Non-auto Letter Sum." 

b. 

c. 

d - e. I am not a costing witness. My testimony relied on page 1 ('Summa@) of 

the second revision of USPS-LR-L-141, dated 8/23/2006. I did not analyze other 

pages in that library reference. 

The numbers you show in the table are found in the revised 8/23/2006, 

Confirmed that the value you refer to is at that cite. 

Confirmed that the quote you refer to is at that cite. 
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M MNOCA-T4-20. 

Please refer to page 11 your direct testimony where you state, 

The CRA data for First-class single piece includes 
automation compatible letters, hand addressed letters. 
non-machinable letters, the non-automation compatible 
and more expensive to process pieces - flats and 
parcels. None of these pieces represent a type of mail 
that is likely to convert to Presort automation 
compatible mail. 

[ The parts of this interrogatory were originally labeled F. - K. I changed them to 

A. - F.] 

A. Please confirm that while First-class Presorted volumes increased 3.7% 
in FY 2005. First Class-Single Piece volumes decreased by about 4%. If 
you cannot confirm, please indicate by how much First-class Presorted 
volumes increased and Single Piece volumes decreased in FY 2005 and 
support your answer. 

and the increase of First-class Presorted volumes represented an 
actual "conversion" of mail from one to the other? If so, please 
provide any studies or information you relied on to explain what 
kinds of letters 'converted" from Single Piece to Presorted? 

B. Have you studied whether the decrease of First-class Single Piece 

C. By "conversion" of letters from First-class Single Piece to 
Presorted, do you mean that letters no longer sent out as First- 
Class-Single Piece are now sent out as First-class Presorted? If 
not, please explain precisely what you mean by a "conversion" of 
letters from Single Piece to Presorted. 

D. Please assume that you are a dutiful niece who for years sent 
monthly letters to your Aunt Minnie. Assume further that these 
letters exhibited the cost attributes similar to an "average" First- 
Class single piece letter. Now, in 2005 you and your Aunt Minnie 
discovered the Internet and you substituted your 12 monthly letters 
with 12 monthly emails. Please confirm that as far as the Postal 
Service is concerned, those letters are lost to the system and First- 
Class single piece has lost 12 "average" Single Piece letters. If you 
cannot confirm, please explain. 

E. Please assume that you also enjoy calling your Aunt Minnie as well, and in 
2005 you decide to sign up for a cell phone. The cell phone company 
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sent you 12 monthly bills in 2005, all of which qualified as Automation 
letters. Please confirm that, as far as the Postal Service is concerned, 
those letters are new to the system and First-class Presorted has gained 
12 "average" Automaton letters. If you cannot confirm, please explain. 

"average" Single Piece letters lost and the 12 'average" Automation letters 
gained represent a 'conversion" of letters from First-class Single Piece to 
Presorted. If you cannot confirm, please explain. 

F. Please confirm that, as far as the Postal Service is concerned, the 12 

RESPONSE TO MMA/OCA-T4-20. 

a. A comparison of the CRA Presort and Single-piece letter volumes for FY 

2004 and FY 2005 indicates that Presort volumes increased approximately 3.7 

percent in FY 2005; and, First-class single piece letter volumes declined 

approximately 4 percent in FY 2005. 

b. No. 

c. Not confirmed. PRC Op. R2000-1, para. 5089 states: 

The Commission also views a benchmark as a 'two-way street." It 
represents not only that mail most likelv to convert to worksharing, 
but also, to what category current worksharing mail would be most 
likely to revert if the discounts no longer outweigh the cost of 
performing the worksharing activities. [emphasis added] 

d. Confirmed. 

e. Confirmed. 

f. 

Aunt Minnie. Such letters being "average," did not meet the Commission's 

requirement for a "benchmark" piece. The postal service gained 12 new First- 

Class automation letters. Such letters being "average," did not meet the 

Commission's requirement for a 'benchmark" piece. See my response to ABA- 

Not confirmed. The postal service lost the 12 letters I formerly wrote to 

NAPM/OCA-T4-2(b). 
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CHAIRMAN OMAS: Is there anything else 

anyone wishes to bring before the commission? 

(No response. ) 

CHAIRMAN OMAS: There being none, this 

concludes today's hearing. We will reconvene tomorrow 

morning at 9 : 3 0  a.m., when we will receive testimony 

from witnesses Lawes and Taufique. 

Thank you and have a nice evening. 

(Whereupon, at 6 :07  p.m., the hearing was 

adjourned, to be reconvened the following day, 

Thursday, December 7, 2006,  at 9:30 a.m.) 
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